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Overview

World economy and capital markets

U Economic growth is positive in the major global regions, despite some soft segments (e.g. European
industry, US property market).

U After a stronger than expected first half of the year, economic momentum is likely to slow slightly in the
second half of the year, particularly in the US, without this questioning the economic expansion. Europe's
economy is characterized by restraint among consumers and businesses, though fundamentals would
suggest upside potential.

O According to the polls, the French elections will see a shift in power, which now appears priced in.

U Monetary policy will continue to be guided by economic data, though interest rates will eventually fall. The
backdrop for bonds thus remains positive, notably for medium maturities.

U The overall news flow regarding the economy and inflation has remained just about supportive for the stock
markets. A slight economic slowdown in the US implies a certain susceptibility to corrections, which would
correspond to the normal pattern in the summer months. An end to the economic and stock market cycle
nevertheless does not seem likely.
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Consensus estimates: Positive overall

The consensus estimates are
calculated as the mean value of the
forecasts by leading forecasters.

GDP growth expectations for the US
for this year have risen significantly in
recent months. Also the 2024 inflation
forecast is now a bit higher than at the
beginning of the year.

Following positive GDP growth in the
first quarter, the 2024 growth forecast
for the euro area has been raised
somewhat. The inflation forecast has
remained unchanged.

In China, economic growth forecasts
for 2025 are at a realistic level of
around 4.5%, with revision trends for
both this and next year positive in
recent months.
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Europe: Reluctant consumers

Private consumption is currently well
below the pre-pandemic trend. Indeed,
euro area consumers in the euro area
are more reluctant to spend than the
fundamental data would suggest.

The unemployment rate in the euro
area is at its lowest level since
measurements began, and real
disposable incomes are currently rising
significantly due to wage growth
exceeding inflation. In addition, a high
proportion of fixed-rate mortgages
limits the impact of the increase in
interest rates on the cash flows
available for consumption.

Overall, the fundamental constellation
suggests that there is potential for a
recovery in private consumption in
Western Europe.
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Euro area: Consumer spending
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USA: Forces driving consumer spending

The pandemic continues to reverberate
in US private consumer spending
(there are still excess savings
available, and a lot of households
refinanced their fixed-rate mortgages at
record-low rates during the lockdowns).

In contrast, real disposable income is
currently below the pre-pandemic trend
and growth is soft.

USA: Loan delinquency rate (%)
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USA: Real estate trends modest, but not weak

USA: Residential construction USA: Index of home buyer traffic US home prices
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Inflation: Capacity constraints are the key factor

The chart “Output gap and inflation” shows the year-on-year change in inflation (in USA: Output gap and inflation
percentage points) and, as a measure of capacity constraints, the output gap (the
12-month change, 6 months ahead). A rising output gap means that there are more
capacity constraints, and firms are more likely to raise prices than when demand
softens. The chart shows that changes in the output gap determine inflation with a
lag of about 6 to 18 months, with a very short lag during the pandemic, likely due to
extreme bottlenecks surfacing very quickly.
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The correlation has been strikingly stable over the last six decades. It is worth noting
that the output gap and inflation recorded greater swings in the period from 1960 to
the mid-1980s than after 1990, which would explain the lower inflation since the
1990s without having to resort to moderating factors such as globalisation.
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Source: BLS, Congressional Budget Office

The economic cycle is therefore a good indicator of inflation. In particular, an
inflationary overheating of the economy is not always the result of an excessively
loose monetary policy. It can also be caused by government stimulus measures (as
in the US during the pandemic).
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Energy: Fossil fuels vs. renewables

US Elections, 5 Nov. 2024,
background for investors

Under Donald Trump, who was elected president in November 2016, the fossil fuel
industry experienced an improvement in its competitive position thanks to political
support and deregulation. Although the broad MSCI World Integrated Oil and Gas
Index rose slightly thereafter, the increase was more pronounced during Joe Biden's
term in office (also corrected for the slump during the pandemic).

Renewable energies, as measured by the Indxx Renewable Energy Producers
Index, achieved significant price gains during Trump's presidency despite a lack of
political support. After a brief rise immediately after the election of Joe Biden — a
clear supporter of the expansion of renewables — the index experienced a brief
spike, but then delivered a negative performance in an overall positive market
environment.

It can generally be concluded that a focus on US politics for a global equity sector
outlook rarely delivers results that are easy to implement and decisive for
performance.
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Chapter 7: Equity markets — Economic momentum key factor

In the wake of the improved economy
(see the charts), stock markets have
performed well for nearly two years,
especially in comparison to bonds.

In a mature bull market, there is always
a certain susceptibility to corrections,
notably in the often comparatively weak
summer months. The news flow
regarding the economy and inflation,
however, has remained modestly
supportive in June.

Returns equities vs. bonds
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Regional trends: Technology weighting is key
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R & A Group Research & Asset Management AG is an independent investment research and asset management company. The
company has a comprehensive investment research offering with a focus on investment strategies and global stock selection.

Founded in 2001, R & A Group is a joint stock company domiciled in Zurich. The company is licensed by the Swiss Financial
Market Supervisory Authority (FINMA) as a portfolio manager pursuant to the Financial Services Act (FInSA 2018; SR 954.1).

Investment-

Research at Work ™

Disclaimer: We do not make any guaranties for the validity of the information herein even though the information is based on public sources believed to be reliable. We are independent and do
not have business relationships with any company possibly mentioned in this report. Opinions, estimates and projections in this report reflect our judgment at the date of writing and are subject
to change without notice. We have no obligation to update, modify or amend this report or to notify a reader hereof if any matter, opinion, estimate or projection subsequently changes or
becomes inaccurate. This report is provided for information purposes only and does not constitute an offer to buy or sell company stock or related securities or take any other investment
decision. This report must not be made available to US or UK residents or to any other person to whom governing law may prohibit distribution of this report.

Data sources in charts or tables that are not specifically mentioned are either companies or index provider.

© R & A Group Research & Asset Management AG - Bodmerstrasse 3 - CH-8002 Zirich . Phone +41-44-201 07 20 - info@ragroup.ch - www.ragroup.ch

A R& A GrOUP

RESEARCH & ASSET MANAGEMENT

page -70-



