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Investors and traders faced significant volatility during the first week of August, which continued to make
headlines throughout the month. However, by the end of August, major stock indices finished posi-
tively—something that wasn’t apparent at the start. Those expecting a quiet beginning to the month
were left disappointed. It is now widely understood that the sell-off was technical, driven by overcrowded
positions, rather than caused by an unexpected "black swan" event.

A key takeaway is that investor concerns have shifted. Initially, there was worry that the economy was
too strong for the Fed to cut rates; now, the concern is that the Fed is being too slow to lower rates as
the economy weakens. This new perspective means investors are viewing the economy differently. The
optimism of earlier in the year has faded, and the market is less able to brush off bad news.

We therefore remain defensively positioned and are tending towards a low-risk portfolio strategy with
an underweight in equities and credit risk and a higher allocation to government bonds.
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BENDURA Market Views
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The terms attractive / unattractive describe the return potential of the various asset classes. An asset
class is considered attractive if its expected return is above the local cash rate. It is considered unat-
tractive if the expected return is negative. Very attractive / very unattractive denote the highest conviction
views of the BENDURA Investment Committee. The time horizon for these views is 3-6 months.
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Global Economy

Investors not on summer vacation at the beginning of August experienced a temporary tremor on the
global capital markets. A stronger yen and fears of a recession in the USA led to widespread risk aver-
sion. The latter led to so-called carry trades being quickly unwound. These are positions held by foreign
investors in Japanese currency in which they exchange the yen for another currency and invest at higher
interest rates. Sentiment had already been dampened by heightened geopolitical risks and concerns
about the profitability of investment spending in artificial intelligence (Al).

Powell also strongly hinted that the first rate cut would come on September 18. The market has bought
into this narrative. Sentiment among private investors and advisors is very positive. Investment institu-
tions and private households have now fully invested in equities and there is little cash left.
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Chart 1: Share movements around the first interest rate cut. Source: BCA Research, www.bcaresearch.com
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Equities

We see the market volatility in late July/early August as a first call of things to come. The S&P 500
corrected 9% due to the poor ISM manufacturing index, weak wage and salary data and concerns about
the sustainability of Al-related investment spending. Stocks soon recovered as a soft landing was ex-
pected. However, this scenario could easily be put to the test if data deteriorates further, or tech com-
pany profit margins show signs of a decline. Despite sporadic rally attempts by small-cap, value and
non-tech sectors, the performance of equity markets continues to be dominated by large-cap tech
stocks, particularly those in the US. However, should there be a sell-off and a recession, these big tech
companies will suffer the most. We therefore continue to favor classic defensive stocks such as con-
sumer staples, healthcare and utilities.

The European stock markets started September with little movement. After initial slight losses, the Euro
Stoxx recovered and climbed a little towards the 5,000-point mark. Investors were still not prepared to
take large profits on the eurozone's leading index.

Despite good results from the purchasing managers' survey, the Chinese stock markets recorded
losses. In Japan, investors held back in anticipation of important economic data.

However, the economic picture outside the USA has deteriorated somewhat in recent months. It is dif-
ficult to predict, but we believe that cyclical markets such as Europe, Japan and the emerging markets
will fare worse in a recession than the US markets.
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Chart 2: Rally attempts by non-technology stocks have failed. BCA Research, www.bcaresearch.com.
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Fixed Income

The highlight of month August took place in Jackson Hole, when Powell paved the way for interest rate
cuts as early as September. On August 23, Jérome Powell stated that “the time for policy adjustment
has come”. Powell's speech came closer to a declaration of victory over the inflationary surge than any
of his previous statements.

Even if the Fed cuts rates as quickly as the market expects, monetary policy will remain tight for some
time, given that the FOMC expects the nominal neutral rate to remain at 2.8%.

With the market pricing in 106 basis points of Fed rate cuts before the end of this year and 234 basis
points by the end of 2025, there is a risk that the Fed will not ease as much - if there are no signs of
recession. However, based on our recession scenario, we assume that the yield on 10-year US govern-
ment bonds will bottom out at 2-2.5%. This still gives a yield of 14-19% from a treasury position and
therefore we continue to view government bonds as a good recession hedge over the 12-month invest-
ment horizon. We remain underweight in high yield corporate bonds.

Eight months into the year, two-year German bonds face a startling reality: A yield that is roughly at the
level of the end of 2023. By all appearances, the ECB is about to embark on further easing, with con-
sumer price rises still in line with its outlook for a return to the 2% target at the end of next year. We
suggest that the Governing Council will cut interest rates by 25 basis points on September 12th, coin-
ciding with the experts' new forecasts for inflation and growth. We expect the ECB to stick to quarterly
easing, with the next move coming in December. While the main risk is that wage growth and inflation
in the services sector slow too slowly, policymakers also seem increasingly cautious about the dangers
of growth stumbling.

% %
us:
— FED FUNDS RATE S
50 [ — ~FOMC DOTS . 450
(FROM JUN, 2024) \
OIS EXPECTATIONS' \
(LATEST} b

v\ 145

-14.0

135

- 25

2.0

- 15

& BCOL Research 2024
| L 1

2020 2021 2022 2023 2024 2025
* DERIVED FROM OVERNIGHT INDEX SWAPS CURVE.

Chart 3: How quickly will the FED cut interest rates. BCA Research, www.bcaresearch.com
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Commodities and Currencies

Gold has risen to a new historic high. As gold has not proved to be as good a recession hedge in the
past as the consensus believes, we are currently taking a neutral stance. Gold has also generated a
negative return in almost half of the quarters since 1960, when global equity prices fell.

Rather than focusing on consumption, housing or infrastructure investment, the Chinese government
continues to focus on boosting manufacturing production, particularly in high-tech industries such as
electric vehicles. It is bad news for commodities. For example, demand for copper in China has started
to weaken after a surge last year due to electric vehicles.

It is not unusual for the dollar to temporarily weaken against currencies such as the euro ahead of the
Fed's first rate cut. Moreover, the markets have jumped the gun with their expectations that the Fed
would cut rates more aggressively than other central banks. We remain neutral on the dollar for the time
being. An overweight position in the yen has paid off in recent weeks, as the Bank of Japan unexpectedly
raised interest rates for the second time and interest rate differentials narrowed significantly.
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Disclaimer

This information and opinions were provided based on trusted and reliable information sources. The
published information was put together with utmost care. However, we do not assume any guarantee
for the completeness, accuracy and up-to-datedness of the information contained in this publication. Its
content can change anytime. The opinions stated in this document reflect the view of BENDURA BANK
AG on the date indicated in this document. There is a possibility that the content of previous and/or
future publications does/will not match that of this document. There is no obligation to inform the recipi-
ents about this.

The information in this documentation constitutes neither an offer to buy, keep, or sell the mentioned
financial products, nor legal, financial, bookkeeping, or tax advice. The presented financial products may
be unsuitable for a particular investor depending on their investment goal, timeframe, risk-tolerance,
personal and economic circumstances. The content of this documentation does not replace personal-
ized advice of a qualified expert.

The above-mentioned financial instruments might not be authorized in every country. The content of this
documentation is not intended for people who are subject to a legal system that prohibits the use and/or
distribution of this information and/or using and accessing it or makes this conditional upon a license.

Contributors to this publication can be invested directly or indirectly in the stocks listed in this publication.

BENDURA BANK AG rejects any liability for possible losses resulting from the use of the above infor-
mation. No guarantee can be made to investors that they will get back the invested amount. Any invest-
ment included in this documentation is associated with risks (e.g. interest or currency risk, credit risks,
as well as political and economic risks).
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