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INFOGRAPHIC: THE GLOBAL ECONOMY

Recession looms as central banks

tame inflation

We expect
recession to follow
as the cost of
restoring price
stability

US Federal
Reserve increased
rates at blistering
pace in 2022

Saurce: Schroders
Econoemics Group,
&% 8%t November 2022

UK Autumn Statement: what does it mean
for the economy and markets?

?1 The new chancellor
' g Jeremy Hunt used
Autumn Statement to:

iy . Borrow more now... with promise
- additional borrowing of less borrowing in the future

over this year and next :
Investors in UK government debt

to support UK economy happier with package... compared
to September’s ‘mini-budget’



https://www.schroders.com/en/insights/economics/outlook_2023_global_economy_all_eyes_on_inflation/
https://www.schroders.com/en/insights/economics/uk_autumn_statement_what_does_it_mean_for_the_economy_and_markets/

ViEW ata glance: Schroders Baseline Forecast GDP

the world economy in 2023

Advanced economies in Europe,
US and UK set to go into recession

Eu19 -0.1%
uk -0.8%
us -1.0%

Source: Schroders as at December 2022.



https://www.schroders.com/en-gb/uk/individual/insights/a-snapshot-of-the-global-economy-in-december-2022/

MULTI—ASSET INVESTMENT KEY A Up fromlast month ¥ Down from last month
VIEWS

Main Asset Classes

Equities

Government Bonds

Category

Equities
Government Bonds
Commodities

Credit

us

UK

Europe

Japan

Global Emerging Markets'

Asia ex-Japan & China

EM Asia ex China

View

ov

ov

ov

[ [ [ ]
Strong Positive  Neutral  Neutral/ Strong
Positive Negative  Negative

Comments

The latest bear market rally seems to have ended and we have moved negative again amid growing fears on
recession and corporate earnings.

We see no reason for central banks to ease off the monetary pedal and continue with a neutral stance. Current
valuations are now more realistic.

China’s tentative steps towards a reopening should prove a positive, yet an impending economic slowdown should
prove a negative.

We favour investment grade over high yield given recessionary fears, and shift our preference from the US to Europe
and emerging markets on valuation grounds.

VAfter the recent rally, we downgrade as we see no catalyst for this to continue. While the US economy is proving
remarkably resilient, current valuations appear expensive.

Although the domestic environment remains challenging, the projected weakness in sterling should provide some
protection to the equity market.

With a near-term crunch in energy supply averted, a long-term solution has still to be found. Despite the difficult
environment, valuations appear better than other regions.

With recession fears building, Japanese equities are likely to be tested by the economically sensitive nature of the
index. The recent strengthening in the yen will be an additional headwind.

Recessionary risks are traditionally not supportive for emerging markets. However current valuations reflect this, and
the Chinese reopening should be a boost. A stable, and perhaps weaker, dollar should also help. We therefore remain
neutral.

We keep our neutral view as valuations appear attractive relative to developed markets, and from the positive senti-
ment attributable to the gradual reopening of the economy.

The region should get a boost from a Chinese reopening, but fears over a global downturn dominate.

' Global Emerging Markets includes Central and Eastern Europe, Latin America and Asia.

us

UK

Germany

Japan

US Inflation Linked

Emerging Markets Local

©A

The Federal Reserve (Fed) appears to be nearing the end of its rate rising cycle, but continuing strong labour market
data suggest rates will remain higher for longer than the market expects.

We have moved to neutral as we expect yields to remain range-bound with a slowing economy, falling house prices,
and low consumer confidence offset by the need for further rate rises and persistent inflation.

We have upgraded to neutral as while European Central Bank (ECB) rhetoric has turned noticeably hawkish, bund
yields have moved to reflect this. Monetary policymakers are often described as hawkish when expressing concerns
about limiting inflation.

Absolute yields are still unattractive compared to other markets, but the Bank of Japan's (BoJ') adjustment in yield
curve control (YCC) has moved us to neutral. YCC is one method by which a central bank can control longer-term
interest rates, by buying and selling bonds to hit the rate target.

With US 10-year real (adjusted for inflation) rates above 1.5%, we believe that inflation expectations are now more
realistic.

We have upgraded to positive on valuations. Latin America shows signs of peaking inflation, helped by an early
hiking cycle. Real (adjusted for inflation) yields versus developed markets, especially the US, present an attractive
opportunity.



Category View Comments
o Our long-term view remains reasonably positive, but more attractive credit spreads can currently be found in Europe
}3 us V¥V and emerging markets. The credit spread is the margin that a company issuing a bond has to pay an investor in
o excess of yields on government bonds and is a measure of how risky the market perceives the borrower to be.
5@ Europe ® European investment grade (IG) spreads are close to levels last seen during the Covid outbreak, and so appear to
%0 P have priced in too much bad news.
= ) We remain positive as emerging market fundamentals are looking relatively strong, and prices in the region reflect
= Emerging Markets USD ® the recent rise in geopolitical tension.
S &5 Us oV We have turned negative as a tightening in spreads and the relative size of the US loans market will make the sector
-& § 4 vulnerable in the event of a downturn in the US economy.
c
58 S Europe ® In comparison to the US, European high yield (HY) bonds are trading on more attractive valuations while exhibiting
T = P superior quality.
Ener v We have downgraded to neutral. Immediate supply side pressures have eased, and an economic downturn suggests
9y price decreases. Longer-term, we err towards a positive view given a Chinese reopening and fractured supply chains.
[72]
(]
3‘%’ Gold Gold tends to perform well when fears of recession are looming. Yet a weaker US dollar may limit any gains.
o
E Industrial Metals Slowing global demand is being offset by tight supply. A Chinese reopening would be a positive but a downturn,
S especially in Europe, would put pressure on prices.
Adriculture v We have downgraded to neutral as while many key agricultural stocks appear low, input costs (fertiliser and energy)
9 are starting to fall.
Us$ Linked to our view that market expectations for Fed rate hikes now better align with our own expectations, we
maintain our neutral view.
The turn in the cycle and the worsening stagflationary environment has weighed on the currency. We doubt the
UK £ [ ) Bank of England (BoE) can raise rates as far as markets expect given the economic outlook. Stagflation describes a
situation where growth is low or slowing at the same time as inflation remaining high or rising.
[}
S EU€ While the outlook for growth is not positive, we believe that current extreme levels of negative sentiment mean there
S is an possibility of a tactical rebound in the currency.
g CNH ¥ Positive moves on a China reopening should benefit the renminbi (offshore), as well as other Asia-focused
currencies, and we have moved up to neutral.
JAP ¥ A We have moved our view to neutral as the yen is the most undervalued G10 currency, and as the recent change in
BoJ bond policy is providing some support.
Swiss F A The Swiss franc is better shielded from the energy crisis than the rest of Europe. As a result, the Swiss National Bank

may not hike rates as aggressively as the ECB or Fed, leaving us neutral.

Past performance is not a guide to future performance and may not be repeated. The value of investments and the income from them may go down as well as up and investors may not get back the amounts originally invested.
Source: Schroders, December 2022. The views for equities, government bonds and commodities are based on return relative to cash in local currency. The views for corporate bonds and high yield are based on credit spreads (i.e.
duration-hedged). The views for currencies are relative to US dollar, apart from US dollar which is relative to a trade-weighted basket.



https://www.schroders.com/en-gb/uk/individual/insights/our-multi-asset-investment-views---december-2022/

MARKETS REVIEW

A look back at markets in Q4, when shares made
strong gains.

THE QUARTER IN SUMMARY

Stock markets rounded off a tumultuous year with gains in Q4.
Asian shares were boosted by China’s relaxation of its zero-
Covid policy, while European equities also advanced strongly.
Government bond yields edged up towards the end of Q4
(meaning prices fell). This reflected some market disappointment
at major central banks reiterating plans to tighten monetary
policy, even as inflation showed signs of peaking. Commodities
gained in the quarter, led by industrial metals.

THE US

US equities made robust gains in Q4, with much of the progress
made in November. Investors balanced ongoing caution from
the Federal Reserve (Fed) with indications that the pace of policy
tightening would slow, and signs that elevated inflation could be
cooling. There were also especially strong corporate earnings in
certain sectors.

Annualised Q3 GDP for the US was confirmed at 3.2% in
December, which was stronger than the second estimate of
2.9%. Unemployment remains at 3.7%. 263,000 jobs were added
in November; the lowest number since April 2021. The latest
consumer price index (CPI) print = for November — showed
inflation slowed to 0.1% (month-on-month) versus October.
Inflation remains elevated however, at 7.1% year on year. The
Fed's final rate hike of the year was indeed a pared back 50 basis
points (bps) rise after four consecutive 75 bps tightening moves.
The policy rate is, however, expected to continue to climb in
2023.

Most sectors rose over the quarter, a number climbing
significantly. Energy stocks posted especially strong gains, with
sector heavyweights Exxon and Chevron posting record profits
in the quarter. Consumer discretionary was a notable exception,
with Tesla’s decline an outsized influence.

EUROZONE

Eurozone shares notched up a strong advance in Q4,
outperforming other regions. Gains came from a variety of
sectors, notably economically-sensitive areas like energy,
financials, industrials and consumer discretionary. More
defensive parts of the market such as consumer staples lagged
the wider market's advance.

Equity gains were supported by hopes that inflation may be
peaking in Europe as well as in the US. Annual inflation (as
measured by the harmonised consumer price index) fell to 10.1%
in November from 10.6% in October. The European Central Bank
(ECB) raised interest rates by 50 basis points (bps) in December,
a slower pace than its previous 75 bps hikes. However, ECB
President Christine Lagarde warned that the central bank was
“not done” with increasing interest rates. The ECB also confirmed
plans to stop replacing maturing bonds.

Data showed that the eurozone economy grew by 0.3% quarter-
on-quarter in Q3, slowing from 0.8% growth in Q2. Forward-
looking indicators continued to point towards contraction
although the rate of decline moderated. The composite
purchasing managers’ index for December was 48.8, up from
47.8 in November. (The PMI indices are based on survey data
from companies in the manufacturing and services sectors. A
reading below 50 indicates contraction, while above 50 signals
expansion.)



Falling gas prices, amid unusually mild weather for much of the
period, helped to alleviate some cost pressures.

UK

UK equities rose over the quarter, helped in part by the country
emerging from its September crisis. Markets had been volatile
in September as the former prime minister and chancellor
announced huge fiscal stimulus, with little detail on how it would
be funded.

Many of the policies announced in that September ‘mini-budget’
were reversed and the new chancellor Jeremy Hunt used the
Autumn Statement in November to promise the country would
tighten its belt in the future. His assertions were supported by
fiscal and economic forecasts from the independent Office for
Budgetary Responsibility (OBR).

This message was in keeping with the fiscally conservative
reputation of Rishi Sunak, who was appointed leader of the
Conservative Party and, by extension, became the country’s
new prime minister. Sunak’s prior experience as chancellor

also helped to stabilise gilt yields and in turn interest rate
expectations, which lent support to domestically focused areas
of the UK equity market. The decision by the Bank of England to
reduce the pace of interest rate hikes also helped these areas
recover well from their mid autumn lows.

More broadly, economically sensitive areas of UK equities
outperformed in line with other markets. This occurred amid
hopes that the US Federal Reserve might be in a position to
‘pivot’ to cutting interest rates in late 2023.

JAPAN

After rising for most of October and November, the Japanese
stock market declined in December. Nevertheless, the total return
for the fourth quarter remained positive, at 3.3% in yen terms.
Having weakened against the US dollar for most of 2022, the yen
reversed direction from November, returning to levels last seen in
July and August.

During November, most Japanese companies reported quarterly
earnings for the July to September period. This proved to be
another strong set of results, particularly for larger companies
benefiting from yen weakness. The level of confidence among
company managements is highlighted by the record level of
share buybacks that have been announced so far this fiscal year.

The other main event for investors in Q4 was the decision by
the Bank of Japan to widen the band within which it has been
maintaining 10-year bond yields. Although such a change had
always been recognised by investors as a logical first step
towards policy normalisation, the timing of the decision was a
complete surprise.

Although the change in yield-control policy is not a de-

facto interest rate rise, it was still sufficient to drive a sharp
strengthening of the yen in December. The earlier than expected
move by the central bank may also reflect a belief that Japan's
inflation rate is finally moving into a more sustainably positive
range after decades of deflation.

The government was able to assemble an additional substantial
fiscal package in the fourth quarter, through which it aims to bolster
the nascent domestic recovery in 2023. There was also a positive




development with the lifting of international travel restrictions from
11 October, including a resumption of the visa-waiver programme
for many countries. The long-suspended programme of incentives
for domestic travel has also been restarted.

ASIA (EX JAPAN)

Asia ex Japan equities achieved robust gains in the fourth quarter,
with almost all markets in the index ending the period in positive
territory. China, Hong Kong and Taiwan all achieved strong growth
over the quarter, with share price growth particularly strong in
November after US President Joe Biden and Chinese leader Xi
Jinping signalled a desire to improve US-China relations at a
meeting ahead of the G20 summit in Indonesia.

The recovery in Hong Kong and Chinese share prices continued
in December after Beijing loosened its pandemic restrictions
that have constrained China’'s economic growth since early
2020. However, the share price rally didn't continue in Taiwan in
December, with ongoing geopolitical tensions, higher US interest
rates and lower demand for electronic goods (one of Taiwan’s
biggest exports), weakening investor sentiment.

South Korean shares ended the quarter in positive territory after
the country’s central bank raised interest rates. However, share
prices declined in December due to weaker export data and cooler
demand from China.

Thailand, the Philippines and Singapore also ended the quarter
firmly in positive territory. The announcement by the US Federal
Reserve during the quarter that it expects to switch to smaller rate
hikes soon, also boosted many Asian equity markets in the quarter.

EMERGING MARKETS

Emerging market (EM) equities posted strong returns over Q4,
helped by a weaker US dollar. Most of the MSCI EM index’s
returns were generated in November on optimism that as policy
tightening from the Federal Reserve (Fed) slowed, any recession
would be shallow and markets would begin to discount the
recovery. Optimism faded somewhat in December, however,
when the Fed re-iterated its commitment to fighting inflation.
An earlier and more comprehensive than expected relaxation

of the dynamic zero Covid policy by the Chinese authorities
also boosted sentiment later in the quarter. The MSCI EM Index
performed in-line with MSCI World.

The Middle East markets underperformed the EM index as they
were impacted by weaker energy prices. Qatar and Saudi Arabia
were major laggards. Returns in Indonesia were also negative.
Other underperformers included India, where macroeconomic
data releases were mixed; Brazil, where policy uncertainty
clouded the outlook after President Lula’s election in October;
and Taiwan.

China outperformed. Investors welcomed the relaxation of

Covid regulations, which helped boost optimism regarding an
earlier-than-expected re-opening of the economy. Support for

the housing sector also added to the positive sentiment. Latin
American markets Peru and Colombia outperformed the broader
index. South Korea and South Africa posted strong returns with
the latter boosted by President Ramaphosa’s re-election as the
president of the ruling African National Congress (ANC), although
allegations of gross misconduct and possible violation of the
constitution weighed on returns in December.



Poland and Hungary continued to rebound following months of
underperformance as a consequence of the war in neighbouring
Ukraine while Greece and Egypt were up too. Turkey was the
strongest index market as the central bank continued to loosen
monetary policy. Authorities cut interest rates to 9% in November
but, in acknowledgement of rising inflation risks, which topped
85% in October, announced an end to the current easing cycle.

GLOBAL BONDS

Markets ended the year on a mixed note in the final quarter.
Government bond yields edged up towards the end of Q4,
reflecting some market disappointment at the hawkish tone

from some central banks, despite mounting evidence of slowing
economic growth. The Federal Reserve (Fed) raised rates twice
during the quarter, ending at 4.5%. The Bank of England also
announced two rate hikes, bringing the UK interest rate to 3.5% at
the end of Q4, while the Bank of Japan announced a modification
to its yield curve control policy.

Credit spreads tightened across the quarter on improved risk
sentiment. The credit spread is the difference in yield between
bonds of a similar maturity but with different credit quality.
Although strong performance was tempered slightly into year
end, US and European investment grade and high yield credit
generated positive returns and outperformed government bonds
over the quarter. Investment grade bonds are the highest quality
bonds as determined by a credit rating agency; high yield bonds
are more speculative, with a credit rating below investment
grade.

The eurozone faced its most challenging year for inflation in
its history, though signs emerged towards the end of Q4 that
there may be some respite as the region’s latest indicators

signalled slowing headline inflation, helped by falling energy
price pressures. Nevertheless, the European Central Bank (ECB)
continued to tighten monetary policy conditions, maintaining its
hawkish message and indicating future rate hikes.

The US 10-year yield rose from 3.83% to 3.88%, with the two-year
rising from 4.28% to 4.42%. Germany's 10-year yield increased
from 2.11% to 2.57%. The UK 10-year yield decreased from
4.15% 10 3.67% and 2-year eased from 3.92% to 3.56%, after the
country’s new prime minister reversed most of his predecessor’s
‘mini budget’ proposals, which had been very poorly received by
the markets.

The US dollar’s rally continued to slow into Q4. Across the
quarter, the dollar index lost just under 8%, though ended 2022
higher than a year ago at 7.9%. Among G10 currencies, the New
Zealand dollar and Norwegian Krone made the strongest gains
against the US dollar in Q4. The Japanese Yen also rebounded
strongly during the quarter.

The convertible bond benchmark, the Refinitiv Global Focus,
stated a gain of 4.0% for the quarter. The universe of convertibles
is still biased towards growth. Against tech-heavy benchmarks
such as the Nasdagq, convertibles protected well. Against the
broad stock market, convertibles once more could not show their
traditional upside participation qualities. The primary market for
convertibles remained lacklustre and the overall new issuance
volume for 2022 marked a record annual low.

COMMODITIES

The S&P GSCI Index recorded a positive performance in the
fourth quarter, with higher prices in industrial and precious
metals offsetting weaker prices in agriculture.




Industrial metals was the best-performing component of the
index, with sharply higher prices in the quarter for nickel, lead
and copper. Zinc and aluminium prices, however, fell during the
quarter. Within precious metals, silver also achieved strong price
gains, while the rise in the price of gold was more muted.

In agriculture, coffee and wheat prices fell, while prices for sugar,
cocoa, corn and soybeans gained. Within energy, strong price
gains for unleaded gasoline and heating oil helped to offset a
sharp decline in the price of natural gas.




TOTAL RETURNS (NET) % - TO END DECEMBER 2022

3 MONTHS 12 MONTHS
Equities usD EUR GBP UsD EUR GBP
MSCI World 9.8 0.8 1.9 -18.1 -12.8 -7.8
MSCI World Value 147 5.8 6.5 -6.5 -0.4 583
MSCI World Growth 47 -3.9 -2.8 -29.2 -24.6 -20.3
MSCI World Smaller Companies 10.8 1.7 2.8 -18.8 -13.4 -8.5
MSCI Emerging Markets 9.7 0.7 1.8 -20.1 -14.9 -10.0
MSCI AC Asia ex Japan 114 2.2 3.3 -19.7 -14.4 -9.6
S&P500 7.6 -1.3 -0.2 -18.1 -12.8 -7.8
MSCI EMU 22.8 12.7 14.0 -17.9 12,8 /85
FTSE Europe ex UK 20.7 10.8 12.1 -17.4 -12.0 -7.0
FTSE All-Share 17.4 7.7 8.9 -10.9 .1 -0.3
TOPIX* 13.3 4.0 5.1 -14.9 -9.3 -4.1
3 MONTHS 12 MONTHS
Government Bonds usD EUR GBP USsD EUR GBP
JPM GBI US All Mats 0.6 -7.7 -6.7 -12.2 -6.4 -1.1
JPM GBI UK All Mats 9.6 0.6 1.7 -33.0 -28.6 -24.6
JPM GBI Japan All Mats** 7.5 -1.3 -0.2 -17.7 -12.3 -7.3
JPM GBI Germany All Traded 58 -2.9 -1.9 -22.5 -17.4 -12.7
Corporate Bonds usD EUR GBP usbD EUR GBP
BofA ML Global Broad Market Corporate 55 -3.2 -2.1 -16.7 -11.2 -6.2
BofA ML US Corporate Master 35 -5.0 -3.9 -15.4 -9.9 -4.8
BofA ML EMU Corporate ex T1 (5-10Y) 111 2.0 3.1 283 -18.3 =18.7
BofA ML £ Non-Gilts 14.4 50 6.2 -27.0 -22.2 -17.8
Non-investment Grade Bonds UsD EUR GBP UsD EUR GBP
BofA ML Global High Yield 7.0 -1.8 -0.7 -13.2 -7.6 -2.3
BofA ML Euro High Yield 8.9 0.0 1.1 -6.1 0.0 57

Source: Thomson Reuters DataStream.
Local currency returns in Q4 2022: *3.3%, **-2.0%.
Past performance is not a guide to future performance and may not be repeated.




Source: Schroders, December 2022: The value of investments and the income from them may go down as well as up and investors
may not get back the amounts originally invested. Past performance mentioned is not a guide to future performance and may not
be repeated. The sectors, securities, regions and countries shown are for illustrative purposes only and are not to be considered a
recommendation to buy or sell.

Important Information: This communication is marketing material. The views and opinions contained herein are those of the named
author(s) on this page, and may not necessarily represent views expressed or reflected in other Finura communications, strategies or
funds. This document is intended to be for information purposes only and it is not intended as promotional material in any respect. The
material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. The material is not intended to
provide, and should not be relied on for, accounting, legal or tax advice, or investment recommendations. Information herein is believed to
be reliable but Finura does not warrant its completeness or accuracy. The data has been sourced by Finura and should be independently
verified before further publication or use. No responsibility can be accepted for error of fact or opinion. This does not exclude or restrict
any duty or liability that Finura has to its customers under the Financial Services and Markets Act 2000 (as amended from time to time)
or any other regulatory system. Reliance should not be placed on the views and information in the document when taking individual
investment and/or strategic decisions. Past Performance is not a guide to future performance. The value of investments and the income
from them may go down as well as up and investors may not get back the amounts originally invested. Exchange rate changes may
cause the value of any overseas investments to rise or fall. Any sectors, securities, regions or countries shown above are for illustrative
purposes only and are not to be considered a recommendation to buy or sell. The forecasts included should not be relied upon, are

not guaranteed and are provided only as at the date of issue. Our forecasts are based on our own assumptions which may change.
Forecasts and assumptions may be affected by external economic or other factors. Issued by Finura Partners Limited, registered in
England under Companies House number 09560937, 15 Bowling Green Lane, London, England, ECTR 0BD.
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