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July: from recession fears to Goldilocks economy

Risk assets roared higher in July, as stronger econo-
mic growth and lower inflation prints in both Europe
and the US led the markets to price-in a Goldilocks
scenario: an economy that is neither too hot, nor too
cold. Inthe US, the subject that dominated media and
economists’ blogs, about an imminent recession, all
but disappeared, as indicated by the San Francisco
Fed daily news economic sentiment indicator.

Inthe Eurozone, we also had better growth and infla-
tion numbers, despite Germany’s notorious weakness.
Here, as well, risks to the economic outlook are cur-
rently believed to be more balanced, despite the lack
of traction from China, (see below for more).

The earnings season has also been better than feared:

e Inthe US, 80% have beaten estimates on EPS,
the best quarterly figure since the third quarter
of 2021. The strongest EPS beats have been
concentrated in growth sectors, while financials
have lagged.

o |InEurope, 58% of companies, from the Stoxx
600 that published, beat estimates. Overall,
Earnings Per Share are contracting 5.7% year
over year. However, that is primarily driven by
the energy and mining sectors: Excluding them,
profit growth is roughly 5%.

The result has been arally in both equities and credit.

In US equities, the rally broadened beyond the ‘Magnifi-
cent Seven'in July, as the S&P 500 equal weight slightly
outperformed its ‘big brother’, rallying 3.5% versus
3.2%. Globally, midsized companies outperformed
large capitalized companies.

The title of best monthly performance belongs to
the Hang Seng TECH index: up 16%, on the heels of
pinned hopes of real action to reanimate the Chinese
economy after the Politburo meeting.

Therally extended to credit. As the benchmark global
aggregate advanced 0.7%, to 2.1% for the year, the
‘thematic’ exposure in our portfolios overall added
‘alpha) extending their outperformance year-to-date:

e European Investment Grade advanced 1.3% over
the month and 3.5% for the year

e European High Yield also advanced 1.3%, brin-
ging the 2023 performance to 6.1%

e Our Asian bond exposure added 0.8% on the
month, bring the 2023 performance to 6%, (in
usD)

e Corporate hybrids advanced 1.4%, for a 2023
result of 3.55%

e Subordinated financials added 1.4% onthe month
and 3.8% for the year, and our vehicle has now
completely recovered from the Credit Suisse
fall-out.
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The US economy: another consumer
shift in sight and the fiscal impulse

The US economy, but more globally the Western
consumer, has been difficult to decipher post the
reopening of the economies. After the spending binge
on consumer goods, with the notorious supply chain
issues driving prices higher, followed by the splurging
in ‘services’ such as restaurants, Spas, travel and lod-
ging and the explosion of the prices of such ‘services,
we are observing signs of fatigue’ of paying exorbitant
airline fares, and a possible return to a pre-pandemic
spending pattern. In the US, airline fares plunged by
10% in July. At the same time, online platforms such
as Amazon are reporting an uptick in consumer goods’
orders. More normalcy ahead?

Many observers are surprised by the resiliency of the
US economy, now facing the highest interest rates in
16 years. We probably must simply look at one num-
ber: fiscal spending. The various Biden administration
initiatives, Infrastructure Bill, Chips Act and Inflation
Reduction Act have resulted in a monster budget
deficit, and thus cash infusion into the economy,
essentially crowding out the high interest rates. The
United States is currently running a budget deficit of
8.5%, compared to 4.2% one year ago and pre-Covid,
and the highest since the 08-09 crisis, except for the
Covidcrisis. InUSD terms, it is on track to exceed 2.3
trillion USD this year, 1.3 trillion more than pre-Co-
vid: it amounts to 5.2% of the 2022 GDP. Clearly, this
must be funded, and the market is already preparing
for over 1 trillion extra-issuance by the US treasury
starting in September, whichis likely to flatten the US
curve, as long-term yields are likely to face upside
pressure, while short term yields will stay higher for
longer: the market has now aligned with our view, and
is now expecting the first rate cut some time during
the second quarter of 2024.

China

After the hopes of decisive action by the Politburo to
revive an economy that has continued to lose steam,
and recently even fallen into deflation, domestic and
foreign investors alike are still waiting on the side-
lines, as nothing concrete has been actioned by the
government. The only real action we have seen has
been lowering interest rates. However, as we pointed
out in the past, this is of no use if there is no demand
for credit. Recent data indicate that demand for cre-
ditis now contracting for everything: from consump-
tion to durable goods, to housing. Markets have been
quick to react and undo part of the July rally in early
August. Top political leaders pledged support for the
troubled real estate sector and measures to boost
domestic consumption, along with initiatives to sti-
mulate private enterprises, (read here a proxy for
the technology giants). But the government stopped
short of handing out cash to families and offering tax
breaks to businesses. Also, officials asked localities
and provinces to stabilize the property market and
fix the LGFV debt, (Local Government Financing
Vehicle), without offering details. Instead, in the real
estate sector we just had another flare up of issues
with the ex-giant Evergrande. This week, we had
news that the government will pause publishing data
on its soaring youth unemployment, which we have
long highlighted as a key social issue, citing ‘economic
and social challenges'’: it will further fan fears about
datatransparency in the world's second-largest eco-
nomy. We need more action than words in China, and
time is running out.

Clearly, we are monitoring the situation in China care-
fully, as we do have some exposure to the country,
which we didn’t increase during the January hype of
reopening, nor during the July rally.
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Strategy

In July, we didn’'t make any changes to our asset allo-
cation. In view of the above comments, we will moni-
tor carefully any announcement coming from China,
and more broadly review our exposure to Asia and
Japan. Our current allocation to Japanese equities
is slightly overweight, mostly currency hedged. Our
current positioning is slightly underweight equities,
overweight Europe, and Asia, and underweight the
US. The partial equity protection maturing in Sep-
tember on European equities is now essentially wor-
thless. We are long Gold.

Asfor our European equity exposure, we are currently
reviewing our overweight in European equities, inlight
of the Chinese situation. As we highlighted in our July
edition, Chinais only one of the factors for being long
European equities. We remain convinced that China
will be forced to take decisive action, in order to avoid
asocial meltdown. Although this is taking longer than
we expected, we suspect targeted measures will be
implemented. China renewing higher growth would
be an extra kick for the European economy and its
stocks.

Onaside note, looking at the performance of the broa-
der European STOXX 600 index is not ideal currently:
37% of the index is exposed to the UK and Switzer-
land, (the most expensive market in Europe). Both are
widely underperforming global benchmarks.

As we highlighted recently, while we have a K-shaped
economy for the US consumer, we also have a K-shaped
economy in Europe, with some economies doing much
better than other ones, particularly Germany. We
therefore have some sectors in Europe that do out-
perform the US broader market, such as materials
or banks.

Briefly after the meteorological phenomenon of La
Nina ended, EI Nifio returned, with expected exces-
sive rains in certain regions and drought in others. It is
very likely it will put upward pressure on agricultural
commodities over the next 6 to 12 months. The invest-
ment committee is looking to capitalize on that view,
and at ways to implement that view in our portfolios.
Adecision is pending.
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Positioning

Overall Exposure

We are slightly Underweight Equities, and Neutral
Fixed Income, with a Gold position, partially USD
and JPY hedged.

Equity: Underweight

We have a very sizeable Underweight in US equi-
ties and a very sizeable Overweight to Continental
Europe, Neutral UK, Neutral Japan, Overweight Asia
ex Japan.

Thematic Equities

European Family Holdings, Asian Technology, Health
Improving Technologies and Services, European
Cyclical Champions, Mega Trends, Emerging Markets
Healthcare.

Fixed Income: Neutral

Underweight Sovereigns, Overweight Investment
Grade USD and EUR Bonds.

Thematic Fixed Income

Long High Yield in EUR, Long US Municipal Infrastruc-
ture Bonds, Long Hybrids, Long Financial Credit and
Long Asian Bonds.

Currencies: Portfolios have a 5% USD exposure.

Commodities: Overweight

Long Gold.
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Market overview as of 31% July 2023

Equities (local ccies) Level 5D MTD YTD 2022

MSCI WORLD 3064,30 0,91% 3,39% 19,35% -17,7]%,
US S&P500 4588,96 0,78% 3,21% 20,64% -18,1]?
NASDAQ 100 15757,00 2,01% 3,84% 44,70% -32,!:5
RUSSELL 2000 2003,18 1,92% 6,11% 14,67% -20,4.%
EUROPE EURO STOXX 50 447131 2,01% 1,77% 21,29% -a,ssalé
GERMANY DAX 16 446,83 1,58% 1,85% 18,12% -12,35%
FRANCE CAC40 7497,78 0,95% 1,36% 19,01% —6,719];
BELGIUM BEL20 3776,61 -0,29% 6,59% 4,73% -11,47'@;
SWISS MARKET INDEX 1130925 1,18% 0,26% 8,56% -14,25'?
UK FTSE100 769941 0,31% 2,35% 5,53% 4,57%§
JAPAN TOPIX 232256 1,82% 1,49% 24,52% -2,48%&
MSCI EMERGING 1046,91 3,33% 6,28% 11,66% -19,8.:{7
BRAZIL IBOVESPA 121943 0,50% 3,27% 11,13% 4,69%§
CHINACSI 300 456377 557% 5,36% 5,83% 49,8'%
HS TECH 4549,95 13,44% 16,54% 10,67% 26,669
INDIA SENSEX 66527,67 0,23% 2,90% 10,34% 5,77%5
KOREA KOSPI 266334 0,15% 2,66% 18,27% -23,2.@;
HONG KONG HANG SENG 20078,94 7,58% 7,17% 4,22% -12,56|is
AUSTRALIA ALL-SHARE 4198,02 0,29% 2,62% 5,19% 0,23%5
SAUDI ARABIA TADAWUL 1169223 -0,84% 2,29% 13,85% -4,96'45
US: Sectors Level 5D MTD YTD 2022

COMMUNICATION SVCS 230,64 6,32% 6,94% 45,70% -:I:?,S‘?%
CONSUMER DISCRETIONARY 1362,52 1,26% 2,44% 36,22% -Ifi,o3%
CONSUMER STAPLES 794,32 -0,12% 2,14% 3,45% -0,62%

ENERGY 668,98 2,09% 7,40% 1,43% 65,43%
FINANCIALS 587,50 -076% 4,85% 4,30% -10,57%
HEALTH CARE 1561,85 6% 1,02% -0,48% -1,95%

INDUSTRIALS 934,02 0,56% 2,90% 13,38% -5,51%

INFORMATION TECHNOLOGY 3167,14 1,15% 2,68% 46,60% 28,19%
MATERIALS 539,48 2,04% 341% 11,41% -12,28%
REAL ESTATE 239,48 - :7% 1,25% 502% -1?,21%
UTILITIES 340,62 -1|:74% 2,47% -3,36% 11:56%

EUROPE: Sectors Level 5D MTD YTD 2022

BASIC MATERIALS 2889,95 2,20% 4,63% 1,26% -2,1:41%

CONSUMER GOODS 4216,40 0,83% 0,67% 375% -7|§73%

CONSUMER SERVICES 1564,38 1,73% -0,01% 25,32% -1]@22%
FINANCIALS 846,58 1,11% 4,24% 16,86% —1,?3%

HEALTH CARE 3558,02 1,00% 1,75% 9,73% -3Jiy2%

INDUSTRIALS 3534,08 1,47% 221% 21,89% -1|§sa%
OIL&GAS 1441,94 J-1,04% 3,46% 1,58% 3oi59%
TECHNOLOGY 162688 426% | -0,35% 28,04% 2Ba9%
TELECOMS 520,34 1-0.77% I -0,85% 6,47% -11524%
UTILITIES 2022,80 J-1,15% [ 0,69% 12,27% -6]:99%
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Market overview as of 31% July 2023

Fixed Income Level 5D MTD YTD 2022
Pan-Euro 3-5yrs IG 196,92 {0,14% 098% 2,19% -11,37%)
Euro Aggregate 22693 |§r0,23% 017% 2,42% -17,18%)
Pan-Euro HY Hedged Eur 39349 0.40% 1,23% 5,63% -10,72%
Global Inflation hedged EUR 23372 |:Lo,sz% -0,09% 027% -18,94%)
US Corp High Yield 226490 0,21% 1,38% 6,83% -11,19%
EM USD Aggregate TR 126087 50,43% 1,18% 452% 15,26
EM Aggregate TR Local Ccy 142,57 20,37% 2,43% 4,17% -8,44?‘
EUR Banks CoCo Tier 1 134,03 51,15% 3,54% I:L2,09% 12,639
EU GOVT HEDGED EUR 202,43 Iir0,37% 003% ' 1,31% -20,38%)
Global Aggregate 255499 |:»0,36% 069% 52,13% -16,25%
Commodities Level 5D MTD YTD 2022
GOLD 196509 053% 2,38% i 7.73% -3.64%
COPPER 400,80 4,36% 7,14% 5,18% 26,84%
OILWTI 81,80 3,89% 15,80% P o192% 55,01%
OIL BRENT 85,56 341% 1423% -0,41% 50,15%
Currencies Rate 5D MTD YTD 2022
EURUSD 1,0997 1% 081% 2,73% -6j93%
GBPUSD 12835 o,ois% 1,0?4% 6,22% 101%
USDIPY 142,2900 0.57% -10% 8,52% 1146%
USDCHF 08719 0,235% -j@is% -5,69% 313%
AUDUSD 06717 -083% 0,80% 141% -550%
EURCHF 09588 —d%é% -1|i:6% 311% -11.08%
USDCNY 64583 -084% -153% 3,54% 5,28%
USDKRW 1106,85 Bl e 1,11% 452%
USDINR 82,2525 o,siz% 0,2?% -0,58% 9.13%
USDIDR 15080,00 0.35% 0,05% 3,17% 7.42%
USDBRL 4,7269 -o,dis% -1,I§7% -10,58% 7,26%
USDTRY 26,9327 -041% 358% 43,95% 7881%
BITCOIN 29206,80 o,2§1% -l:o% 76,17% -64,30%
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This document has been prepared by Apricus Finance SA. It is not intended for distribution, publication, or use in any jurisdiction where such distribution,
publication, or use would be unlawful, nor is it aimed at any person or entity to whom it would be unlawful to address such a document.

This document is provided for information purposes only and does not constitute an offer or a recommendation to purchase or sell any security. It contains
the opinions of Apricus Finance SA, as at the date of issue. These opinions do not take into account individual investor circumstances, objectives, or needs.
No representation is made that any investment or strategy is suitable or appropriate to individual circumstances or that any investment or strategy
constitutes a personal recommendation to any investor. Each investor must make his/her own independent decisions regarding any securities or finan-
cial instruments mentioned herein. Before entering into any transaction, an investor should consider carefully the suitability of a transaction to his/her
particular circumstances and, where necessary, obtain independent professional advice in respect of risks, as well as any legal, regulatory, credit, tax, and
accounting consequences.

The information and analysis contained herein are based on sources believed to be reliable. However, Apricus Finance SA does not guarantee the time-
liness, accuracy, or completeness of the information contained in this document, nor does it accept any liability for any loss or damage resulting from
its use. All information and opinions as well as the prices indicated may change without notice. This document may contain articles from other financial
sources. These sources are always mentioned when included.

Past performance is no guarantee of current or future returns, and the investor may receive back less than he invested. The value of any investment in a
currency other than the base currency of a portfolio is subject to foreign exchange rate risk. These rates may fluctuate and adversely affect the value of
the investment when it is realized and converted back into the investor’s base currency. The liquidity of an investment is subject to supply and demand.
Some products may not have a well-established secondary market or in extreme market conditions may be difficult to value, resulting in price volatility and
making it difficult to obtain a price to dispose of the asset.

This document has been issued in Switzerland by Apricus Finance SA. Neither this document nor any copy thereof may be sent, taken into, or distributed
in the United States or given to any US person.
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