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Lower Fed rates for much longer than we ever thought

0’0

» Over the summer we have seen several up revisions of US GDP forecasts. The
latest was from Goldman Sachs which has increased its Q3 US GDP forecast
significantly to +35% (8.75% YoY). Three months ago they estimated Q2 US GDP to
be at -35%. We were reckoning in the past that the minus 35% was too low, which
is confirmed in the meantime. Now we think plus 35% is a bit too high, but we will
see a strong growth in Q3,

< This view is supported by the latest US ISM PMI data - both service and — A

manufacturing PMIs were above 55 (acceleration area). The IMF and the world /

bank might probably have to change their negative outlook for global GDP. — V\VC\ ,A_Q__ — "‘\/\ __/“’f; é
<+ Other indicators confirm the V-Shape recovery. For instance, Chinese PMI has \)\ ‘\/ N /

reached a nine-year high and the German ZEW increased to a 20-year high, but W v \\ /

what they do not indicate is the level we will reach. To illustrate that lets take the 40

German industrial production. It grew by 4.1% in July compared to last year, but \ﬂ

overall level of production has only reach 90% of the pre-crisis level l i Last Price’ V 35

< We can conclude that real economic figures will on average beat estimates in Q3 e e L e e e
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China’s PMI for US new orders is above 65 (9-year high)
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World GDP Potential to 2030 * We expect globally to see more fiscal stimulus as monetary possibilities

are limited. In the US 5th fiscal package will most likely be announced after
o——— e e the November election. This is mainly because both parties have agreed to
Wold a3 _ ; ) 6 _ increase the debt ceiling so that the US public sector will not come to a
USA 33 i i ! 21 ] stand still before the election.

UK 28 : i g 21 : <+ The Fed will continue to buy financial assets and keep its policy rate at zero
Euro Area 24 i : i 12 i until at least the end of 2023. It is still unclear with which tool they will
Japan 46 ‘ ; : 11 ! achieve their new average inflation target. However, with this policy prices
Ghiom o3 - 5 : of financial assets will further inflate. There is as well a risk that inflation will
] L : ' ' 8 unexpectedly spike up during the coming 3 years.

::::a ”f . - : g: » The digital revolution has the potential to surge growth and asset markets
e = _ = _ significantly up over the coming years. We live in disruptive time period
N1 45 ’ i ; 43 i where Asia will be the winner. Most technology leaders are based in Asia or
in the US. Jim O'Neill, the inventor of the icon BRICs, expects that over the
coming 10-years Asia will be the main contributor to global GDP growth.

Source' IMF, GS Global ECS Research and GSAM 2
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Bloomberg Barclays Global-Aggregate TR -0.30% 4.39%
Bloomberg Barclays Euro Aggregate Corporate TR 0.30% 0.61%
Bloomberg Barclays Pan-European High Yield TR 0.27% -0.25%
Bloomberg Barclays US Corporate High Yield TR -0.19% 3.88%
Bloomberg Barclays Asia USD High Yield TR -0.30% 5.90%
Bloomberg Barclays Global High Yield TR 0. -0.25%
JPM Emerging Market Global Bond 0. 2.45%
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Gold FANG+ stocks have risen 20 times since 2010. We have seen a minor
CD_ppe correction of around 15% in the FANG index to its 50-day average. Global
q‘q_ _ equities have seen similar pullbacks to their relevant 50-day average.
BREN However, besides the FANG index the pullback was so far less than 10%.
Bloomberg Comodity Index

We still expect a melt up in equities driven by next generation technology
stocks. To quote Dr Ed Yardeni: \We might have the roaring twenties back due
to disruptive technology changes (digitalization, internet of things).

il”;'c_F 0 EED 0.867 Since Monday 13th September, we do see a broad recovery rally. Sector
CHFUSD -0.87% 6.10% S .
CHEGEP 5 459 570 rotation finally happens. We would have preferred to see a further decline of
URUSD '1 16% global equites. We do not rule out that a 2@ down leg into October could
CURGEP 5 135 happen. Nevertheless, there is so much money on sideline that institutional
GBPUSD _3.93% investor might use the mini correction to deploy funds.

EURRUB 0.42% Mid-term due to the Fed's new policy we must expect US rates to stay lower
USDRUB 21.10% for much longer than ever anticipated.
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Minor pullback of equity markets. \What about 200-day average?

Liquidity

The CHF has depreciated over the summer against USD and the EUR. Besides
a generally stronger EUR and weaker USD the SNB has intervened in the FX
market.

The EUR has strengthened against the USD, GBP and CHF. The better
economic outlook for the Eurozone and the announced fiscal stimulus were
the main drivers for the currency appreciation.

The USD continues to trade weaker against most currencies. For the US this is
a welcomed addition stimulus for their economy.

Equities

Global equites have seen a first pullback. Most indices went down to their 50-
day average. However, for the FANG+ index this meant a correction of 15%
while for the S&P 500 the pullback was just minus 7% and has so far not
reached the correction level of 10+%.

The pullback came as no surprise given. However, we would have preferred to
see a pullback to at least the 9o-day or even better to the 200-day average.
Markets are therefore still on very high levels and a 2" pullback could happen
any time. But it seems there is too much money on the sideline which is
deployed now by buying the minor dip. There is as well a Fed floor. Market
participants do expect that in case of financial stress the Fed will buy more
assets to support markets.

Fixed Income

o,
£X3

The US treasury yield curve is up to 30 years showing negative real yield. The
effective Fed rate stands at 0.1% while 10-year treasures return around 0.65%.
Meanwhile the latest CPI ex food and energy rose to 1.7%. Based on this
observation Bloomberg and Bill Gross (the former star bond manager) have
picked up the theme of “financial repression”, which we have written several
times in the past. Lower for longer is here to stay. We prefer Asian high
yielding corporate over US high yields with underweight in IG bonds and no
investments in government bonds.

S&P 500 has pulled back to its 50-day average: More to come?
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Alternative Investments

0
DX

Gold: The spot gold price has seen a 48 hours 10% correction. It oscillates
around 1'940. We expect after the consolidation a further rise above 2'000 or
even towards 2'500, mainly driven by the low Fed rates, the negative real rates
in the US and the fear of inflation in the US over the coming 18 months.

REITs: European residential REITs continue to perform well. Some, like Vonovia
(in the German Dax index) have reached new record levels, while commercial
REITs did not recover. More and more companies make their staff working
from home and this results in a reduction of needed office space. Similar
situation might happen to traditional nonfood retailers, both put pressure on
commercial REITs.
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) These Bond Recommendations (hereafter «<BR») are provided for information purposes only and for the use by the recipient.
Price D} This document was produced by Blackfort Capital AG (hereafter «BF») with the greatest of care and to the best of its
knowledge and belief. Although information and data contained in this document originate from sources that are deemed to
be reliable, no guarantee is offered regarding the accuracy or completeness. Therefore, BF does not accept any liability for
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The BR does not purport to contain all of the information that may be required to evaluate all of the factors that would be relevant to a
recipient considering entering into any transaction and any recipient hereof should conduct its own investigation and analysis. In addition,
the BR includes certain projections and forward-looking statements. Such projections and forward-looking statements are subject to
significant business, economic and competitive uncertainties and contingencies, many of which are beyond the control. Accordingly, there
can be no assurance that such projections and forward-looking statements will be realised. The actual results may vary from the
anticipated results and such variations may be material. No representations or warranties are made as to the accuracy or reasonableness of
such assumptions or the projections or forward-looking statements based thereon. This document is expressly not intended for persons
who, due to their nationality or place of residence, are not permitted access to such information under local law. It may not be reproduced
either in part or in full without the written permission of BF.
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