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KEY ECONOMIC DATA

e U.S. 2023 fiscal deficit rose 23% y/y
to USD 1.695 trillion as revenues fell
and outlays increased.

Percentage of subprime auto loans
at least 60 days past due on their
loans rose to 6.11% in September,
the highest since records began in
1994.

* Japan’s provisional October manu-
facturing PMI was unchanged at
48.5, but the service sector index
dipped to 51.1, its weakest this year.

Europe’s HCOB manufacturing PMI
fell to 43 from 43.4, with the services
index 47.8 from 48.7.

* S&P manufacturing PMI rose to 50
from 49.8 with the services index
50.9 from 50.1.

* U.S. 3Qreal GDP grew more than ex-
pected, up an annualized 4.9% q/q,
with the nominal figure 8.4%.

* U.S. New home sales jumped 12.3%
m/m to 759,000.

The Swiss National Bank is to reduce
the amount it pays commercial banks
on overnight deposits at the central
bank.

INVESTMENT PERSPECTIVE

All inflation metrics have slowed considerably since their peak, but all remain
still above central bank targets. Despite this, developed central banks in major
developed markets have reiterated their decision to pause monetary tightening
cycle, which could mean that we have indeed reached the end of the cycle.
Despite central banks pause, the US 10Y yields rose just over the 5% mark and
has conditioned market behavior and returns. At 4.93% at the end of October,
yields have not been this high since mid-2007. The 2Y/10Y spread finished the
month at 16 bps after peaking at over 110 bps in July.

October was a terrible month for financial markets. It was an awful one for eg-
uity markets, but also for bondholders across all sectors especially for those
with long maturities. The Global Aggregate index hedged in U.S. dollar was
down 0.7%, the Global Aggregate Corporate and Global High yield were down
1.0% and 0.9%, respectively, while EMD USD Aggregate dropped 1.5%. As in
September, the worst performance was recorded on the US Long Treasury seg-
ment with a decline of 4.9% after an 11.8% drop in the 3™ quarter.

The All-Country World index recorded a decline of 2.7% in local currency and
more than 3% in U.S. dollar. In the US, the Equal Weight Index fell by 4.1%,
while the main index was down 2.1%. In addition to the sharp decline in small-
cap indices (-6.3%), we also note the significant and consequential fall in value-
style indices (-3.5%) compared to growth indices such as the Nasdaqg 100 (-
2.1%). European indices started the 4th quarter on the back foot as well, slipping
3.6% in October. Mid- and Small caps materially underperformed large caps
with declines of 4.8% and 5.9%, respectively. In U.S. dollar, emerging markets
declined by 3.9%, China A by 3.0% and Frontier markets by 5.8%.

The U.S. dollar index (DXY) strengthened marginally (+0.5%) while the Japanese
yen continues to plummet to new lows against the U.S. dollar. As is often the
case in these risk-off phases linked to geopolitical tensions, the price of gold
benefited greatly, rising by 7.3%. More surprising was the 10.8% fall in the price
of the West Texas crude oil.
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INVESTMENT STRATEGY

At the beginning of the year, the consensus view was that a
recession was inevitable, due to the rise of oil prices and,
above all, due to a restrictive monetary policy that saw key
interest rates raised at an unprecedented speed and level.

Some nine months later, the latest release of the real GDP
growth for the US economy in the third quarter was
surprisingly strong, with an annualized growth of 4.9% q/q.

The situation is quite different in Europe, where the latest
publication confirmed an anaemic growth that is flirting with
the levels generally associated with a contraction phase.

After a spike in inflationary pressures in the wake of rising oil
prices, the figures published in October showed a decline,
which should reassure central banks. As a result, we do not
expect any further rate hikes and believe that we have
reached the peak of the cycle.

In the US, the long-term interest rates have risen on the back
of continued economic strength, particularly in the labour
market, which has further postponed a rate cut and the
growing need for issuance to finance the budget deficit.

As bond yields have risen in recent month, the asset class
should come back in favor with investors. What’s more,
reduced uncertainty over the path of key interest rates and
falling inflation rates should support both sovereign and
investment-grade bonds, which are generally more interest-
rate-sensitive than high-yield bonds.

2Y/10Y SPREAD FINISHED THE
MONTH AT 16BPS AFTER PEAKING AT
OVER 110BPS IN JULY

PORTFOLIO ACTIVITY

Market developments in October will undoubtedly have
tested investors’ nerves, but also important technical
supports. The next few weeks will be decisive, as we could
either see an acceleration of the downtrend or a major
rebound to correct the oversold situation observed on many
markets. In the event of a rebound, this could be violent, as
such a reversal in the trend for interest rates and/or equity
indices would force trend strategies to close their short
position in both interest rates and equity markets.

We are maintaining our favorable view on equities, an over-
weight stance that we have gradually increased in October,
and are continuing to rebalance our bond holdings towards a
better balance between interest rate and credit risk.

Within fixed income, we are maintaining our exposure to
emerging market high-yield corporate debt, where we believe
the carry is sufficient to mitigate country and specific risk of
the market segment. In emerging market equities, and more
specifically China, we have replaced our greater China
exposure with domestic Chinese A shares.

Within our liquid alternatives allocation, we have taken some
profits on our trend strategies and now remain neutral on that
group of strategies. The proceeds were reinvested in our
dedicated risk parity strategy bucket, a strategy that aims to
provide an effective and efficient access to a broad set of asset
classes including commodities such as gold.

31/12/2022 30/06/2023 31/10/2023 From Previous Month From Year End

Yields (%)

US 3-Month 4.34 5.28
German 3-Month 1.56 3.34
US 2-Year 4.43 4.90
German 2-Year 2.74 3.19
US 10-Year 3.87 3.84
German 10- Year 2.57 2.39
Currencies

EUR/USD 1.0705 1.0909
USD/CHF 0.9245 0.8956
EUR/CHF 0.9896 0.9770
GBP/USD 1.2083 1.2703
Commodities

Oil (WTI) $80.3 $70.6
Copper $381.1 $374.1
Gold $1'824 $1’919

5.46 +1bps +112bps
3.70 +8bps +214bps
5.09 +1bps +66bps
3.01 -19bps +27bps
493 +4bps +106bps
2.80 -Obps +24bps
1.0575 +0.0% -1.2%
0.9104 -0.5% -1.5%
0.9628 -0.5% -2.7%
1.2153 -0.4% +0.6%
$81.0 -10.8% +0.9%
$361.9 -2.4% -4.2%
$1’984 +7.3% +8.8%

Source: Bloomberg Finance L.P.
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