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No-landing hopes won't fly

US macro: Investors still hope that inflation will fall over the coming years, but not at the
expense of economic or employment growth. Unfortunately, in economics, there is no free
lunch. Our analysis confirms the Fed’s belief that underlying inflation will remain high un-
less economic slack increases. A ‘no landing’ in the near term might just increase the odds
of a hard landing further out.

China macro: Chinese households have built up a large sum of excess savings over the
pandemic years. Household expenditure growth has been largely in line with household
income growth in the past. An improved employment outlook will therefore be key to the
durability of the consumption rebound. Evidence on the effects of home prices on house-
hold consumption seems inconclusive. The annual policy and budget announcement in
March could help support sentiment.

Cross-asset views: The strong recovery at the beginning of the year has lifted valuations
in equity and credit markets. While equities should only outperform in a strong, dis-infla-
tionary recovery, US corporate bonds provide more of a buffer in a less optimal environ-
ment, which would be closer to our base case. Corporate bond yields are now at the most
attractive level compared to equities since 2010, suggesting that credit should outper-
form equities in the months ahead.
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Investors have priced out rate cuts for this
year, but continue to expect that inflation can
be brought down without much economic
pain. This is probably too optimistic

The Phillips Curve is at the core of the Fed’s
reaction function. This framework links real-
ised inflation to inflation expectations and
spare capacity

The Fed needs to ‘walk the talk’ to keep infla-
tion expectations anchored at 2%

Exhibit 1: Investors have repriced the Fed
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US macro
Investors shouldn’t question the Fed'’s reaction function

There is still a strong belief among investors that inflation will fall over the coming years,
but not at the expense of economic or employment growth. Unfortunately, in economics,
there is no free lunch. Our analysis confirms the Fed’s belief that underlying inflation
will remain high unless economic slack increases. A ‘no landing’ in the near term might
just increase the odds of a hard landing further out.

Fed officials in recent weeks have reminded investors that a very tight labour market is
inconsistent with its 2% inflation target. The message was partly heard, and investors have
repriced the path for future policy rates (Exhibit 1). But the general belief remains that
inflation can come down significantly without the need to see much economic pain. In-
deed, markets expect headline inflation rate to average 2.5% in 2024 (though break-even
inflation rates have increased from their recent trough), credit spreads are at or below
their long-term average and cyclical equities have outperformed defensive ones since the
start of the year. We share the Fed'’s view that this is too optimistic.

The Fed’s reaction function is based on the so-called Phillips Curve, whereby wage or price
inflation is a function of inflation expectations and spare capacity in the economy. The
logic is simple. The longer high (low) inflation persists, the more likely households and
businesses could expect high (low) inflation in the longer term. Inflation expectations shift
the curve up and down. For example, higher inflation expectations imply a higher realised
inflation rate for any given level of economic slack. When the economy is running hot,
workers can bargain for a higher wage, and employers can more easily pass on the extra
cost and more to final consumers. In other words, there is a trade-off between inflation
and economic slack. The more sensitive inflation is to spare capacity, the steeper the
curve. When the economy is in equilibrium, i.e., operating at potential, realised inflation
should be what people expect inflation to be. That inflation rate is set by the central bank
in the form of its inflation target.

Monetary policy addresses both of these aspects of the inflation process. By talking and
acting tough in 2022, the Fed has ensured that long-term inflation expectations have
come down close to target, after moving up earlier in the year (Exhibit 2). But as Fed offi-
cials repeatedly argue, they need to ‘walk the talk’ in order to deliver that outcome. As long
as headline inflation remains far above its 2% target, the Fed cannot appear to let the
guard down, and need to deliver on its promise to tame inflation.

Exhibit 2: Short-term inflation expectations have risen lately
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Other factors might influence the perceived
sensitivity of inflation to the business cycle.
Measuring these factors directly is one way to
deal with this problem ...

... Another way is to split the inflation basket
into different sub-components and isolate the
parts that are most directly affected by do-
mestic conditions

The Fed is focusing more and more on core
services excluding housing as this series is
showing no disinflationary progress. Crucially,
it accounts for the bulk of the core basket and
should be very sensitive to economic slack

Exhibit 3: No disinflation in core services ex-housing ...

Core PCE 6m annualised change, contributions, %pts
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Before turning to the second element, the sensitivity of inflation to domestic economic
conditions, we need to recognize that other structural forces and transitory shocks may
play a role and appear to dampen or accentuate that relationship. For example, structural
forces including globalisation, technology and the weakness of trade unions seem to have
reduced the sensitivity of inflation to economic slack in the decade or two that preceded
the pandemic. Models that try to directly measure these other factors suggest that the
curve was not that flat.

To ensure that transitory shocks do not lead to biases in estimating the relationship be-
tween inflation and the business cycle, economists try to take out those items in the con-
sumption basket that is highly affected by external shocks. Traditionally, economists look
at headline and core inflation. The latter measure excludes food and energy and is deemed
to capture better underlying inflationary pressures. Indeed, food and energy prices tend
to be affected by many transitory and external shocks and don’t necessarily reflect do-
mestic conditions. Moreover, central banks can do little to affect these prices. The pan-
demic has been a major external shock and has affected a broad range of items beyond
food and energy. As such, dissecting the basket into smaller parts helps to better assess
the underlying inflation dynamics. The Fed closely looks at three sub-components of the
core basket: (1) goods (excluding food & energy); (2) housing rents; (3) services excluding
energy and housing (Exhibit 3).

One reason for dividing the basket in such a way is that the pandemic has impacted these
three buckets differently, or at different times. In addition, and importantly for the Fed’s
reaction function, a large share of items that are grouped in the third category should be
particularly sensitive to domestic economic conditions. Indeed, the biggest cost for ser-
vices providers is wages. Note that our analysis here focuses on PCE inflation, rather than
CPI, as it's the Fed favourite measure. The weight of the third category in the core PCE
basket is also much larger at 56% against 30% for its CPI counterpart, where the weight
for housing is bigger. What happens in this third bucket is therefore crucial for the inflation
outlook (Exhibit 4).

Exhibit 4: ... this part of the basket is key given its weight
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Goods inflation should return to around its
long-term average
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The behaviour of the first two items (goods and housing rent) is less contentious. Supply
chain disruptions during the pandemic, as well as a shift in consumption patterns away
from services and towards goods, led to a big surge in goods prices. Now that supply
chains and habits are normalising, goods inflation is coming down (though the January
retail sales report suggests that the appetite for buying goods remains strong). Once this
adjustment is over, the expectation is for core goods inflation to come back to around its
long-term average of about 0%.
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Though rent inflation has not peaked yet, new
leases suggest that a disinflationary process
is on its way

There is more uncertainty around the pro-
spects for core services excluding housing.
Our analysis shows that economic slack very
much matters

Measuring spare capacity is not easy and
model-based measures are prone to large re-
visions

We have built our own estimate that tracks
the CBO’s output gap but doesn’t come with
its measurement issues

Exhibit 5: Most measures points to an economy that is overheating

Rents are highly cyclical but the pandemic has also played a role by, among other things,
slowing down the construction of new houses, increasing the search for more space,
boosting house prices and pricing out many potential American homeowners, who have
had to rent instead. Some of these dynamics have been reversing since the second half
of last year, resulting in a much slower pace of rent rises for new leases. Shelter inflation
is likely to peak soon as these new contracts get gradually reflected in the inflation basket
and_come down in the second half of the year

The point of discordance between the markets and the Fed is on the rest of core services.
For investors’ view to be correct, either labour supply must increase significantly or the
Phillips curve must be very flat. As we explained in previous notes, we don’t expect labour
supply to jump as structural factors appear to have depressed the participation rate. As to
the slope of the curve, our analysis shows that it’s ‘alive and kicking’.

First, let’s turn to measures of spare capacity and labour market tightness. As shown in
Exhibit 5, these tend to move together but they also point to significantly different degrees
of slack. As a result, economists often turn to the output or the unemployment gap. The
first one measures the difference between the actual and potential output of an economy.
The second one assesses the difference between the actual and the natural unemploy-
ment rates. The problem is that both potential output and the natural rate of unemploy-
ment are unobservable, and are derived from models. That has two drawbacks: the esti-
mates depend on assumptions and are prone to large revisions.

To get around these different issues, we have constructed an output gap proxy. To do so,
we have combined a broad range of measures of capacity utilisation and labour market
tightness, which we then regressed against the Congressional Budget Office’s output gap
estimate. Our measure moves closely in line with the official one. The added advantage is
that ours is timelier. Interestingly, the latest CBO’s revision to its estimate suggests that
the output gap has already turned negative and barely moved above zero last year. This is
difficult to reconcile with the current high inflation environment and labour market data,
pointing to the measurement problems mentioned above (Exhibit 6).

Exhibit 6: Our output gap proxy suggests the CBO’s estimate is too low
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Both the Fed and our own analysis shows that
roughly half of the items in the core services
ex-housing basket are impacted by changes in
spare capacity
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The next step of the exercise is to identify which items in the ‘core services excluding
housing’ basket are sensitive to the business cycle. Not all should be. Some prices are
administered, and the demand for some others, such as for health physicians, don’t de-
pend of the strength of the economy. Fed Chair Powell mentioned in his latest press con-
ference that about 55% of the basket is sensitive the state of the labour market. Our own
analysis points to similar results, with a slightly lower share of 50%. To do so, we have


https://publications.jsafrasarasin.com/publ-dl-ch/dl-discl?dl=889FDE88BFAEEE232F6D73719388CAEAAA455FB7708496BBF66D9C3FA6168C53026C5829990A34241FEB2E7858E6EF67
https://publications.jsafrasarasin.com/publ-dl-ch/dl-discl?dl=564F1B2ECBBB2E78BD678E188AB989FD8B5985961DDE10C9A7C7DF5EAD7EE81937CC39DA521712A85AE098ADAC27B529

J. Safra Sarasin

Cross-Asset Weekly

17 February 2023

Economic slack, wages and our core services
sub index all move closely together

The Phillips curve is very much likely to stay at
the core of the Fed’s reaction function. Any
soft- or no landing in the near term might just
increase the odds of a hard landing further out

Exhibit 7: A positively sloped Phillips curve

regressed each of the individual items in this sub-basket against our output gap proxy,
and retained those that are statistically significant. We can then reconstruct a new sub-
basket, using the different weights, which include only services, but exclude housing and
items that do not move in line with the business cycle. This sub-basket accounts for a
quarter of total PCE inflation.

There are few important points worth highlighting. First, there is a strong correlation be-
tween our output gap proxy and the Employment Cost Index, the Fed’s favourite wage
measure. Second, our analysis shows that wages should grow at around 3-4% when the
economy is in equilibrium, which is also what the Fed assumes to be in line with its 2%
inflation target given a productivity growth of 1-2% (Exhibits 7-8). Third, there is a strong
correlation between wages and our sub-basket of core services inflation (Exhibits 9-10).

In conclusion, our analysis shows that the Phillips curve is far from being flat and that the
economy is currently running too hot for wages and underlying inflation to come down
substantially. Fed’s communication indicates that this framework remains core to its re-
action function. We continue to think that markets might be too optimistic about the econ-
omy'’s ability to withstand the impact of the Fed’s cumulative monetary tightening. If we
are wrong, and the growth outlook is indeed improving, it will force the central bank to do
more. A ‘no landing’ in the near term might just increase the odds of a hard landing further
out. In short, it might not be advisable for investors to ignore the Fed’s reaction function.

Exhibit 8: Wage inflation unlikely to come down if economy runs hot
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Exhibit 9: Wages and core services prices move closely together Exhibit 10: Wages need to moderate for inflation to drop substantially
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The Chinese household savings rates in-
creased significantly over the pandemic years

A better employment outlook is required for
durable consumption growth

It is not clear if lower home prices will lead to
lower consumption in China

China macro
Durability of the Chinese consumption rebound

Chinese households have built up a large sum of excess savings over the pandemic
years. Household expenditure growth has been largely in line with household income
growth in the past. An improved employment outlook will therefore be key to the dura-
bility of the consumption rebound. Evidence on the effects of home prices on household
consumption seems inconclusive. Still, falling home prices could affect homeowners’
sentiment in overall economic conditions that drive precautionary saving. The annual
policy and budget announcement in March could help support the sentiment.

Chinese households have built up a large sum of excess savings over the pandemic years
as lockdowns and other restrictions prevented them from consuming contact-intensive
goods, and income uncertainty pushed households to increase precautionary savings. The
household savings rate, calculated from the household income and expenditure surveys,
rose from 30% in 2019 to an average of 33% over the three pandemic years (Exhibit 1). If
we assume that the 3% difference represents excess savings, that would be a total of
CNY3'100 per capita or CNY 4.4 trillion for the whole country (3.6% of GDP).

Will Chinese consumers spend a lot more this year given such excess savings? Household
income in general is the main determinant of household consumption (Exhibit 2). As the
service sector outlook improves, employers will likely start hiring more. Early evidence (in-
ternet-, semiconductor-, and airline industries seems to be encouraging with regard to the
labour market and employment outlook.

In developed markets, household wealth is also an important determinant of consump-
tion. In China, the bulk of household wealth lies in the citizen’s houses. It is not clear how
home prices drive Chinese household consumption: on the one hand, rising prices mean
that households (that are not yet homeowners) will have to save more to be able to afford
a house. On the other hand, rising prices also mean that existing homeowners could spend
more as their wealth increases. The effects usually depend on the home ownership tenure.
In the last housing downturn of 2014, household consumption growth remained robust at
5.8% even though house prices fell by 5% (Exhibit 3). Empirically from micro-level data,
recent studies show both effects. Some (such as this study) find evidence of increased
consumption when home prices surged. Another study suggests that the wealth effect has
increasingly dominated over time, but if the market is dominated by speculative buyers,
higher prices could mean higher saving.

Exhibit 1: The saving rate rose by 3 percentage points Exhibit 2: Household income has been driving consumption
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Government policies could support durable Falling home prices could still affect household sentiment, and hence overall economic

consumption boost conditions, such that it could still drive up precautionary saving and lower consumption.
An important mitigating factor are government policies. It is a good sign that policymakers
at the central level are emphasising the importance of consumption growth in 2023. How-
ever, policy details, which will be unveiled in early March, will be important to watch. Re-
cent headlines on local governments’ health benefit cuts (and other spending cuts) sug-
gest more support from the central government, which will be key to support durable con-
sumption as local governments’ finances remain very tight. Households will not spend
their excess savings if there is still significant uncertainty over their income, including
transfers from the government.

Leisure activities to lead the consumption re- Finally, the latest household income and expenditure survey also confirms our view that

bound the consumption rebound this year will be mostly geared towards leisure activities such
as traveling and entertainment. The share of these activities has dropped significantly be-
tween 2019 and 2022 (Exhibit 4). The share of food spending has risen instead. We expect
to see the reverse this year.

Exhibit 3: Household consumption was stable in the last housing down-  Exhibit 4: Share of spending on recreation dropped by 2ppt over the

turn last three years
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Cross-asset views

Credit where credit’s due

Wolf von Rotberg The rebound in risk assets at the beginning of the year has come on the back of up-
Equity Strategist graded growth expectations and easing financial conditions. Dark clouds over the macro
wolf.vonrotberg@jsafrasarasin.com outlook have seemingly turned into a light breeze, leaving room for equity and credit
+41 58 317 30 20 valuations to rise. Yet we would caution against too much optimism. Inflationary pres-

sures appear stickier than expected and more Fed tightening is set to push macro head-
Alex Rohner winds into the future instead of burying them altogether. Against such a backdrop, val-
Fixed Income Strategist uations appear more stretched for equities than for credit. The only scenario which
alex.rohner@jsafrasarasin.com should see equities outperform is a strong, dis-inflationary recovery, while US corporate
+41 58 317 3224 bonds should do better in a less optimal environment. On a relative basis, corporate

bond yields are at the most attractive level since 2010, favouring credit from a tactical
point of view.

Equity and credit markets have cheered the Credit and equity markets have recovered in lockstep since the beginning of the year as

improved macro outlook alike dark clouds over the macro outlook have turned into an apparent light breeze. What has
not faded are inflationary pressures, keeping up the risk of more Fed action and economic
headwinds later in the year.

The US fixed income space has undergone a If the Fed delivers what markets are currently pricing, it will have hiked the Fed Funds rate

massive repricing in 2022 by 500bp in the space of 15 months, which would mark the sharpest rate hiking cycle in
more than 40 years. Fed Funds futures currently imply a peak rate of 5.25% by the middle
of 2023. This would be above core inflation, underscoring a tight Fed’s policy stance. At
the same time, 5-year real yields in the US have risen by 350bp from their lows, with their
10-year counterparts having increased by 250bp (Exhibit 1). While the market still strug-
gles to price the Fed Funds path appropriately, it is already clear that the risk/return in US
fixed income markets has improved significantly.

Exhibit 1: US real yields have repriced by 250 to 350bp Exhibit 2: US credit spreads have retraced half the widening
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Source: Macrobond, Bank J. Safra Sarasin, 15.02.2023 Source: Macrobond, Bank J. Safra Sarasin, 15.02.2023

Credit spreads widened in 2022, but have re- Credit spreads have widened in 2022 as a combination of sharply slowing growth, sticky
traced more than half of it in the past four inflation and an aggressively tightening Fed have fuelled recession fears that have led to
months anincrease in default rate expectations. These moves have partly reversed since October.
Spreads started torally as (1) hopes for a soft landing have risen and (2) attractive nominal
yield levels have led to a rotation from cash into bonds. As a result, spreads have retraced
more than half of their widening so far and currently sit slightly below their long-term me-
dian levels (Exhibit 2). US High Yield spreads currently imply an expected annual default
rate of slightly above 6% over the next two years, while US investment grade credit prices
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Equity markets have also rallied substantially
from the lows reached in September

an annual expected default rate of around 2% over the next two years. Yet this risk pre-
mium doesn’t fully price a recession, given that high-yield default rates typically rise above
6% in this case. However, absent a severe recession, the likely drop in the underlying risk-
free Treasury yield would provide a substantial cushion for the negative contribution from
spread widening, such that high-yield credit could still end the year in positive territory. It
is a similar story for Investment Grade, which has an even more direct link to the underly-
ing risk free rates.

Equities provide a similar picture. The S&P 500 has rallied by more than 15% from the
2022 lows in September, despite continuously declining earnings (Exhibit 3). This has
lifted valuations back to levels where they last were at the beginning of 2022, before the
Fed started hiking rates (Exhibit 4). Fed Funds futures have taken the opposite direction,
framing equity valuations not only expensive against historical averages but also against
the implied Fed trajectory. While not completely unrealistic, at current levels, equity mar-
kets are priced for a very favourable macro scenario in 2023.

Exhibit 3: The recent rebound came while earnings still declined Exhibit 4: Valuations have shot up as a result
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Equity valuations have shot up year-to-date on
hopes for a dis-inflationary macro rebound

Various measures suggest that credit is more
cautiously priced than equities
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In order for the current rates/valuation gap to be closed, consensus earnings for the S&P
500 would have to rise by 10% to 15% or Fed Funds futures would have to drop by around
100bps. Obviously, a combination of falling rates and rising earnings could be envisaged,
which would be equivalent to a Goldilocks scenario for equities. While a potential rise in
earnings would require the recent improvement of the macro environment to hold, time
would also help. 2024 EPS at USD244 are already 9% above the current 12-month forward
EPS number. If nothing were to change and the market remains at current levels, valua-
tions would gradually move closer to a fair level as the year progresses.

These arithmetic gymnastics can only provide some benchmarking, with reality most likely
turning out differently. What we do know is that the equity market is far from being priced
for a downturn. Another way to visualise stretched equity valuations is the relative pricing
versus credit. The rise in equities with only limited earnings support has led to a sharp
compression of the equity risk premium (a simplified ERP: earnings yield minus 10-year
treasury yield), taking it back to levels last seen in 2007 (Exhibit 5). What stands out is the
difference in dynamics between credit markets and equity markets. Both are providing
diverging signals in the current cycle. High Yield OAS spreads have on balance risen over
the past year, and while they don’t fully price an economic downturn yet, they reflect a
more elevated level of market risk. The equity risk premium (ERP) on the other hand has
not only been on a downtrend since 2022, the fall has even accelerated at the start of this
year. Similar to the very benign PE pricing described above, the ERP appears aligned with
a ‘no-landing’ narrative, which stands in contrast to a somewhat more cautious view ex-
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Exhibit 5: Equity risk premium has fallen off a cliff versus HY spreads
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pressed by the High Yield market. Market performance year-to-date confirms this obser-
vation, with the relative equity vs credit performance suggesting a continued rebound in
the macro data (Exhibit 6).

Exhibit 6: Equities have moved ahead as they are pricing for a recovery
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Corporate bonds look attractive vs equities on
a relative income yield measure

Exhibit 7: Equity has been a serial outperformer post GFC
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Relative income yields have worked as a decent guide for equity performance vs corporate
bonds in the past. Although equities have outperformed corporate bonds almost continu-
ously over the past 10 years, US corporate bond yields (as measured by the ICE BofA US
Corporate bond index) are now at the most attractive level since 2010, relative to the US
equity income yield (dividend yield + buyback yield,). This strengthens the case for corpo-
rate bonds to outperform equities over the next 12 months (Exhibit 8).

Exhibit 8: Credit to equity income yield spread at widest since 2010
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The nature of the current cycle remains key for
relative return prospects
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Safra Sarasin, 15.02.2023 Source: Macrobond, Bank J. Safra Sarasin, 15.02.2023
Relative spreads between equity and credit markets provide a clear implication. While the
equity market is priced for a macro rebound, which is yet not visible in earnings, the credit
market appears less aggressively valued and provides more of a buffer, even if the recov-
ery fails to materialise. Potential scenarios under which the equity market could outper-
form boil down to a Goldilocks environment, in which earnings recover quickly and rapid
dis-inflation allows risk-free rates to drop sharply. Recent data suggest that the cycle may
hold up longer and better than previously expected, which may help earnings revisions to
turn higher. Yet rates are unlikely to drop as quickly as some may have hoped, given that
inflation continues to be sticky and pro-cyclical. This leaves little room for equities to re-
rate further and implies potential economic headwinds on the back of more Fed tightening
down the road. History also shows that equities have underperformed vs credit in each
and every economic downturn over the past 25 years, leaving them highly vulnerable if the
currently priced optimistic macro scenario fails to play out.
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Economic Calendar
Week of 20/02 - 24/02/2023

Consensus

Country Time Item Date  Unit Forecast Prev.

Monday, 20.02.2023

UK 01:00 Rightmove House Prices YoY Feb yoy - 6.30%

Tuesday, 21.02.2023

N 01:30 Jibun Bank Japan Mfg PMI Feb P Index - 48.90

GE 09:30 German Manufacturing PMI Feb P Index -- 47.30
09:30 German Services PMI Feb P Index - 50.70

EU 10:00 Eurozone Manufacturing PMI Feb P Index - 47.30
10:00 Eurozone Services PMI Feb P Index - 50.80

UK 10:30 UK Services PMI Feb P Index -- 48.70

us 14:30 Philadelphia non-Mfg Index Feb Index - -6.50
14:30 US Manufacturing Index Feb Index 47.20 46.90
14:30 US Services Index Feb Index - 46.80

Wednesday, 22.02.2023

GE 10:00 IFO Expectations Feb Index - 86.40

us 13:00 MBA Mortgage Applications Febl7 wow - -7.70%
20:00 FOMC Minutes FebO1

Thursday, 23.02.2023

us 14:30 |Initial Jobless Claims Feb18 1'000 = --
14:30 Chicago Fed Nat Activity Feb Index = -0.49
17:00 Kansas Fed Manf. Activity Feb Index -- -1.00

Friday, 24.02.2023

JN 00:30 Natl CPI Ex Food, Energy YoY Jan yoy 3.20% 3.00%

GE 08:00 GFK Consumer Confidence Feb Index -30.00 -33.90

us 14:30 PCE Core Deflator MoM Jan mom 0.40% 0.30%
14:30 PCE Core Deflator YoY Jan yoy 4.30% 4.40%
16:00 U. of Mich. 5-10 Yr Inflation Feb % - 2.90%
17:00 Kansas City Fed Services Act. Feb Index -- -11.00

Source: Bloomberg, J. Safra Sarasin as of 16.02.2023
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Market Performance

Global Markets in Local Currencies

Government Bonds Current value A 1W AYTD TRYTD in %
Swiss Eidgenosse 10 year (%) 1.50 8 -12 1.2
German Bund 10 year (%) 2.55 19 -2 0.5
UK Gilt 10 year (%) 3.57 26 -10 1.6
US Treasury 10 year (%) 3.90 17 3 0.2
French OAT - Bund, spread (bp) 47 0 -8
Italian BTP - Bund, spread (bp) 191 7 -23
Stock Markets Level P/E ratio AIWTRin% TRYTD in%
SMI - Switzerland 11’151 20.7 -0.2 4.3
DAX - Germany 15’374 12.7 0.1 11.6
MSCI Italy 875 8.3 1.3 15.7
IBEX - Spain 9285 10.8 0.9 13.8
DJ Euro Stoxx 50 - Eurozone 4’253 13.1 1.2 13.6
MSCI UK 2’302 10.7 1.5 7.6
S&P 500 - USA 4’090 18.6 0.3 6.8
Nasdaqg 100 - USA 12°'442 24.1 0.6 13.9
MSCI Emerging Markets 1’011 11.1 -1.3 5.8
Forex - Crossrates Level 3M implied 1Win % YTD in %
volatility
USD-CHF 0.93 8.1 0.6 0.5
EUR-CHF 0.99 6.0 0.3 -0.1
GBP-CHF 1.11 7.9 -0.5 -0.9
EUR-USD 1.06 8.1 -0.4 -0.6
GBP-USD 1.19 10.1 -1.1 -1.3
USD-JPY 135.0 12.6 2.7 2.9
EUR-GBP 0.89 6.9 0.8 0.8
EUR-SEK 11.19 7.8 0.2 0.3
EUR-NOK 10.99 10.1 1.4 4.7
Commodities Level 3M realised 1Win % YTD in %
volatility
Bloomberg Commodity Index 106 13.9 -1.7 -5.8
Brent crude oil - USD / barrel 83 32.3 -1.1 -2.8
Gold bullion - USD / Troy ounce 1'821 13.9 2.2 -0.2

Source: J. Safra Sarasin, Bloomberg as of 16.02.2023
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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.

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, time-
liness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the fore-
going, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without
limitation, lost profits) or any other damages. (www.msci.com)
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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
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, Kirchnerstrafe 6-8, 60311 Frankfurt am Main in English and German language. To the extent that indicative
investment options or portfolio structures are included, the following applies: The indicative investment options or portfolio structures pre-
sented in these documents and the underlying model calculations are based on the information and data provided to us in the context of the
asset advisory discussion, and we have not checked them for accuracy or completeness. The indicative investment option/portfolio structure
described here is thus intended as a guide and does not make any claim to comprehensive suitability but aims to inform you about the general
possibilities that an investment entails. In order to provide you with a final investment recommendation that is tailored to your specific situation,
we need further information, in particular on your investment goals, risk tolerance, experience and knowledge of financial services and products
and your financial situation. This publication is intended to be distributed by J. Safra Sarasin (Deutschland) GmbH, KirchnerstraRe 6-8, 60311
Frankfurt am Main to clients domiciled or having their registered office in Germany and is directed exclusively at institutional clients who intend
to conclude investment business exclusively as entrepreneurs for commercial purposes. This clientele is limited to credit and financial services
institutions, capital management companies and insurance companies, provided that they have the necessary permission for the business
operation and are subject to supervision, as well as medium and large corporations within the meaning of the German Commercial Code (sec-
tion 267 (2) and (3) HGB).

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

Hong Kong: This document is disseminated by Bank J. Safra Sarasin Ltd, Hong Kong Branch in Hong Kong. Bank J. Safra Sarasin Ltd, Hong
Kong Branch is a licensed bank under the Hong Kong Banking Ordinance (Cap. 155 of the laws of Hong Kong) and a registered institution under
the Securities and Futures Ordinance (cap. 571 of the laws of Hong Kong).

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
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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 FCO027699. 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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