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The late-August rally fell short of bringing major indexes into positive territory for the month. August
marked the poorest performance for global equities in approximately eight months, as markets grappled
with concerns related to China and a continuous uptick in interest rates, which eventually reversed in
the closing days of August. On one hand, mounting evidence of China's economic slowdown, coupled
with its struggles to recover from pandemic-related lockdowns and apprehensions regarding its exten-
sive real estate sector, made investors uneasy. On the other hand, a series of strong US economic
indicators compelled investors to reconsider their outlook on inflation and interest rates. While inflation
appeared to be moderating, rising yields put pressure on equity valuations. Notably, US TIPS (Treasury
Inflation-Protected Securities) reached a 14-year high. Additionally, two events worth mentioning are
NVIDIA's earnings report and the Jackson Hole Symposium. Despite NVIDIA reporting exceptional earn-
ings, and Federal Reserve Chair Jerome Powell delivering a speech at Jackson Hole that presented
various perspectives, the market failed to advance, indicating that much of the positive news may al-
ready be factored into current valuations. Looking ahead, investor optimism is likely to face a significant
challenge, as historical data suggests that September has consistently been the worst-performing month
for stocks, with the S&P 500 recording an average loss of 1.1% dating back to 1928.

This month we reiterate our message to the readers: stay careful with the bull-run going forward. As a
result, we continue to see significant risks heavily weighted to the downside over the next 12 months.
We are leaning towards a low-risk portfolio strategy, with a lower allocation to equities and credit, a
higher allocation to government bonds, and maintaining a benchmark weighting in cash.
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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

The picture in different regions of the world is contrasting, transitioning from a robust economy in the
United States to a less-than-healthy one in China. Economic data emerging from China has taken a
progressively negative turn, with authorities even deciding to cease the publication of certain data points
(such as youth unemployment). Presently, the most pressing issue in the realm of global macroeconom-
ics revolves around whether China is on the verge of a "balance sheet recession" - an extended period
marked by deflation, economic lethargy, declines in the property market, and financial strain as house-
holds, businesses, and governments grapple unsuccessfully with deleveraging following a period of ex-
cessive debt accumulation.

Market participants have observed that central banks remain nervous regarding inflation, thus rate
should stay higher for longer. Therefore, inflation pressures remain at place: wage growth in the US
remains high, oil prices have recovered up to $88 per barrel, healthcare prices increasing and housing
market is also rebounding. Due to all these factors, central banks are reluctant to lower interest rates
until they see a sharp decline in economic activity or employment. While the number of job vacancies is
declining, the vacancy rate is likely to continue to fall until the unemployment rate rises significantly.

And the rest of the world looks much weaker than the US. Money supply is contracting in Europe, which
points to a further slowdown in activity. Economic activity in the euro zone fell far more than expected
in August, with a particularly sharp decline in Germany, while some inflationary pressures returned,
surveys showed. The purchasing managers' indexes complicate the situation for the European Central
Bank, which is seeking to control the still unbridled rise in prices without triggering a recession. A further
rise in rates by year-end remains on the cards, however, it will be data dependent.
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Chart 1: The market has changed its mound about . Chart 2: Tight policy is starting to bite in Europe.
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Equities

US stock markets closed mostly in the red. The S&P 500 and the Nasdagq indices experienced their first
monthly decline since February, with the S&P 500 down around 1.77% and the Nasdaq technology
index down 2.17%. August’'s declines were broad, though shallow. These included large banks, au-
tomakers and technology companies, while energy stocks were the only part of the S&P 500 with a
positive monthly gain. The negative factors in August included warnings of a bank credit downgrade,
further tightening of bank lending standards and a decline in loan demand. Despite the downturn, there
were a number of positive developments, notably the continued trend toward disinflation and the positive
momentum of macroeconomic surprises, which further reinforced expectations of a soft landing. It
should be noted that US markets remain firmly in the green this year, with the Nasdag still up more than
30% and the S&P 500 up almost 17% as of mid- September.

The outlook for European stock markets remained negative. A survey of stock market strategists and
fund managers, as well as sales surveys, showed that most of them expect a slowdown in global eco-
nomic growth to offset the attractively valued European stock market by the end of 2023. All major
European indices declined in August, with the FTSE 100 and the DAX suffering significant losses of
3.38% and 3.04% respectively. The Swiss SMI, given its rather defensive position, suffered smaller
losses and ended the month down 1.62%. The biggest negative impact on the region's equity markets
was in China (Hang Seng Index -4,4%), where economic activity has slowed down and the problems of
property developers are still threatening the financial instability.

Therefore, we continue to recommend a low-risk portfolio, with underweights on equities. Timing the
market top with risks leaning towards upcoming recession could be problematic.
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Fixed Income

In the USA, treasuries experienced mostly weaker performance, resulting in a steepening of the yield
curve. However, yields ended the month significantly lower than their peak levels, thanks to a late-month
relief. At one point, these yields had climbed as high as 4.34%, marking their highest level since the
period preceding the Global Financial Crisis. Several factors contributed to this upward movement in
bond yields, including a reassessment of Federal Reserve policy expectations due to a more favorable
U.S. economic growth outlook, increased scrutiny of budget deficits following the Fitch downgrade, pres-
sures related to the supply of bonds, discussions about the peak of disinflation, and adjustments made
to the Bank of Japan's Yield Curve Control (YCC) policy.

In Europe, bond markets also experienced significant volatility as central banks approach the conclusion
of their interest rate cycles. Initially, bond yields increased at the start of the month in response to shifts
in interest rate expectations. Moreover, now that market expectations of interest rates moves have been
repriced upwards, there is limited probability of a hawkish surprise. This suggests there is little downside
risk in Government Bonds and creates a good entry point — unless inflation rebounds, the central banks
turn out to be more hawkish than expected, or real growth accelerates.

In fixed income area we tend to underweight the credit due to rising defaults caused by higher interest
rates. However, we prefer government bonds as a good hedge against recession risks and a little down-
side given the fact that interest rates are nearing their cycle-peak.
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Chart 3: More companies are being pushed to default. Source: BCA Research, www.bcaresearch.com
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Commodities and Currencies

Although Chinese economy faces growth challenges, the CRB Raw Industrials Commodity Index rose
1% last month. However, a long-term loss of Chinese growth momentum would have a very negative
impact on the outlook for metals, especially considering how large the Chinese share of global demand
is. A similar scenario is seen for oil demand, however current production declines in Russia and Saudi
Arabia continue to drive oil prices higher.

The mood on the grain markets is also subdued. Wheat continues its bearish trend despite the Ukraine
conflict. European wheat futures, which are traded in Paris, have reached further lows for 2023 at the
start of the week with prices around 216€. As the largest exporter, Russia is price-determining in the
wheat market. In the US, unfavorable weather conditions are currently providing some price support for
corn and soybean futures.

On the currencies side, we remain neutral on USD and currently see a recovery against EUR and CHF.
However, inflation in the US is easing, which could put some downward pressure on the dollar again.
Currently, the Japanese yen can be seen as a safe haven, due to the simple fact that Japanese bonds
will fall much less in a recession than elsewhere. In emerging currencies, we see vulnerabilities if the
Chinese government continues to allow the Renmimbi to weaken.
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Chart 4: Japanese Yen would fall less in a recession, helping JPY. Source: BCA Research, www.bcaresearch.com
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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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