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ZONES ARE NOW TAKING DIVERGENT CYCLICAL PATHS

In stark contrast with the US, China and Europe have seen a marked economic down-
turn. Growth in the US is exceeding even the most optimistic expectations but China
is facing increasing signs of deflation and Europe is, at the very least, moving towards
contraction territory.

;'IEET#XE'N THE IMPROBABLE SYSTEM OF EUROPEAN EQUATIONS
Global Chief = How can an economy grow by 4% without borrowing? Bank lending to the economy

Investment Officer,

has contracted, albeit very slightly, since November 2022. The ECB’s Bank Lending
Asset Management

Survey suggests that demand for loans, particularly from companies, has fallen just
as much as supply from banks. Tougher lending conditions are not in any way due to
banks facing difficulties but to various other developments. Since the end of nega-
tive rates, margins on deposits have risen so banks have less need to lend, especially
in such an uncertain environment. And with the TLTRO' reimbursements, banks no
longer have one incentive to lend. ECB surveys suggest lending conditions will not
get much tighter but there is no reason to think lending will recover, especially as
higher rates are weighing on demand. We think this situation is untenable so the
outlook is clouded: if bank lending fails to recover, growth and/or inflation could
surprise on the downside.

= How can Germany extend the disinflation cycle and fund a 6.6% rise in wages over
12 months, as seen in the second quarter, when hourly productivity is down by 1.3%?
Logically, company margins should come under pressure. Naturally, we will have to
wait for all European data to get a reliable overview but Germany'’s statistics could
be taken by investors as a sign of a possible stagflation/end-of-cycle scenario.

At the same time, Europe will have to cope with China’s extremely weak growth rates.
Growth will only bottom out when Beijing manages to turn the property market around.
So far it has failed. The outlook for Europe is not yet certain but the zone will need to
be closely watched.

1. Targeted Longer-Term Refinancing Operations



GERMAN MANUFACTURING COMPANY EXPECTATIONS ARE ALMOST AS DOWNBEAT
AS IN THE PERIOD FOLLOWING THE LEHMAN BROTHERS COLLAPSE
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INVESTMENT POLICY

The situation described above reflects increased uncer-
tainty over European earnings prospects but it would
be dangerous to draw hasty conclusions. We will wait
for more information before assessing these new risks.
However, in the meantime, the available data makes us
prefer US to European equities.

We have maintained our exposure to Chinese equi-
ties because there is pressure on Beijing to go for
more stimulus, valuations are cheap and investors
are underweight China. There is significant rebound
potential but the investment case is still speculative. In
today's more uncertain and fragile environment, we are
increasing exposure to healthcare. The sector is only
marginally sensitive to today's economic issues. What's
more, it has underperformed significantly since the
beginning of 2023.

The current disinflation trend could in time be under-
mined by US activity reaccelerating and German wages
increasing again. Bond yields reacted to this eventua-
lity in August but we feel these trends will not last and
we continue to focus on fixed income.
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We continue to prefer bonds to equities.

KEY POINTS

We prefer US to European equities.

We like healthcare as the sector is only
marginally sensitive to economic
developments.

We have maintained our Chinese equity
exposure.
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Source: Bloomberg. Data as of 4/09/2023.

Changes
Our compared to
convictions* the previous
month
ASSET CLASSES

Equities - >
Fixed Income + 4
Dollar = >
Cash = >
us = >
Europe (ex-UK) - >
UK - >
Japan = >
China + >
>

Global Emerging

n
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Convertibles

SOVEREIGN BONDS

us + -
Euro Zone + >
Emerging Markets = >

CORPORATE BONDS

US Investment Grade + >
Euro Investment Grade + >
US High Yield = >
Euro High Yield = >

*Range of investment committee ratings on the asset class/geographical zone
(from -/- to +/+). Source: Edmond de Rothschild Asset Management (France).
Ratings at 31/08/2023.
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