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Our current view

= US headline inflation is back down to unremarkable levels

= Asignificant economic setback has been avoided so far

\ ff l » Investment view: adding to equities and European bonds from cash

Dr. Carlos Mejia

Chief Investment Officer The cycleis rolling onwards. Business surveys — remarkable if there were no further financial
still point to slower growth in H2, but not accidents after such a rapid normalisation
= a collapse, and they may be bottoming in rates. Nonetheless, as we see it a more
/ﬁ/ out. Unemployment rates remain low. dramatic economic setback remains neither
Nonetheless, the possibility of monetary necessary nor likely.

overkill has faded a little as US headline
inflation has fallen back to 3%, and core
inflation has also cooled - evidence perhaps
of supply-side resilience (the US remains by
far the most important economy and capital
market for global investors).

Inflation is still unlikely to return sustainably
to targeted rates of 2% any time soon.
Nonetheless, as long as it is headed in the
right direction, and nominal wage growth
has peaked, further significant increases

in interest rates look unlikely. That said,

Meanwhile, developed world terms of trade resumed cuts in interest rates still seem a long
have rebounded sharply as energy costs way off: economies may not need them, and
have fallen, particularly in Europe; real wages central banks have to rebuild their monetary
are growing again; and China’s reopened credibility.

economy is benefiting from resumed policy
stimulus (which is possible because China’s

Kevin Gardiner ) ) i
Global Investment inflation recently has been negligible).

Strategist

The famous “long and variable lags” which
KW« &,ﬂ»\m characterise the workings of US and European

monetary policy mean that we are not out of

the woods yet. As for the banks, it would be

Stock markets have now rallied a long way from their October 2022 lows, but the gains have
been relatively narrow — concentrated in a small number of technology-influenced US stocks —
and valuations remain inexpensive. Short-term setbacks and corrections are always possible,
but we think a wider cyclical rebound to new highs may still lie ahead, and further declines

in inflation may prove the catalyst. Some modest improvement in US-China tensions around
Taiwan - even as conflict continues in Ukraine - may also add to global risk appetite.

Bonds are still not cheap, but the chances of substantial further weakness may have fallen as
US inflation and interest rate expectations have moderated, heralding an approaching peak - or
plateau - in European yields also.

We are making some asset allocation changes in response to this altered balance of risks. But
we continue to have relatively few open positions, which we think is appropriate given that we
are close to an inflection point in the cycle, and the shape of the next phase has yet to make
itself clear. That applies to currencies also: conviction there should be low at the best of times,
and it has been right to hold few strong opinions there of late.
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Asset allocation overview

Equities. We are restoring our equity stance
to overweight, having cut it to neutral after
Russia’s invasion of Ukraine, but leave

our regional and sectoral preferences
unchanged (we continue to favour the US
and emerging Asia, and remain underweight
in defensive Switzerland and the UK, while
tilting portfolios towards a mix of growth
and cyclical sectors, at the expense of
defensiveness). We fund this move by
reducing liquidity.

Fixed income. Last month we closed a long-
standing preference in European portfolios
for shorter-duration bonds, and we now close
our similarly long-standing underweight

in the asset class. This aligns our fixed

income positioning in European portfolios
more closely that in the US (the remaining
divergence is that in European portfolios

we favour high-yield credit, whereas in US
portfolios we are neutral on credit quality). As
with the equity move, we fund this addition to
bonds in European portfolios from liquidity.

These changes leave our overall asset
allocation similarly aligned in US and
European portfolios: we have a single
overweight in equities, a single underweight
in liquidity, and a neutral position in bonds.
We can imagine being overweight both
asset classes at some stage, but that might
perhaps require (even) greater confidence in
a favourable inflation/growth mix - and the
prospect of lower interest rates.

Currencies. We still think the dollar’s
underpinnings remain less robust than of
late, but if anything it has firmed a little

in recent weeks. The Fed looks closest to
completing its monetary tightening, and a
stabilising global economy and improving
risk appetite are arguments for dollar
weakness, not strength. The US currency
also looks expensive. That said, these
considerations do not carry through to
our regional equity positions - currency
conviction is low at the best of times, or
should be - and it is equity volatility which
dominates returns from most balanced
portfolios.



Asset allocation

KEY - Neutral Neutral +
Overweight North America
Euro area
Benchmark ., UK -
- S Switzerland -
Underweight - g’ Japan
Recent change - < Pacific ex Japan
EM exAsia
EM Asia
- Neutral Energy
Money market -% Mategrials
v Equities — Industrials
> Fixed income Utilities -
Gold g Cons. disc.
o Money market -% § Cons. staples -
S Equities —> 8 Comms.
E Fixed income — Healthcare
Gold Technology
2 Money market - Financials
%’ Equities — Real estate |
£ Fixed income — Energy
3 Gold Materials
Duration Industrials
«» Government @ Utilities -
> Jnvest. grade ‘§ Cons. disc.
High-yield g Cons. staples -
Duration o Comms.
qg- Government - & Healthcare
3 Invest.grade Technology
High-yield Financials
T Duration Real estate -
% Government [ ] usD
ﬂg Invest. grade EUR
P High-yield GBP
CHF

Mosaique Asset Allocation | August2023 4



Wealth Insights

At the heart of Wealth Insights lies a wide set of timely and
insightful publications and podcasts.

For more information please visit our page at

www.rothschildandco.com/insights

This document is produced by Rothschild & Co Bank AG, Zollikerstrasse 181,
8034 Zurich, for information and marketing purposes only. It does not constitute
a personal recommendation, an advice, an offer or an invitation to buy or sell
securities or any other banking or investment product. Nothing in this document
constitutes legal, accounting or tax advice. Although the information and data
herein are obtained from sources believed to be reliable, no representation or
warranty, expressed or implied, is or will be made and save in the case of fraud,
no responsibility or liability is or will be accepted by Rothschild & Co Bank AG as
to orin relation to the fairness, accuracy or completeness of this document or the
information forming the basis of this document or for any reliance placed on this
document by any person whatsoever.

In particular, no representation or warranty is given as to the achievement or
reasonableness of any future projections, targets, estimates or forecasts contained
in this document. Furthermore, all opinions and data used in this document are
subject to change without prior notice. Law or other regulation may restrict the
distribution of this document in certain jurisdictions. Accordingly, recipients of

this document should inform themselves about and observe all applicable legal
and regulatory requirements. 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. Rothschild & Co Bank AG is authorised and regulated by the Swiss Financial
Market Supervisory Authority FINMA.



