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KEY ECONOMIC DATA

¢ Seasonally adjusted GDP increased
by 0.3% in both the euro area and
the EU, compared with the previous
quarter, according to a preliminary
flash estimate published by Eurostat.

* Japan Manufacturing PMI was re-
vised lower to 49.1 in July from 49.2
in preliminary estimates, falling from
50.0 in the previous month.

* China’s National Bureau of Statistics
said the country’s second-quarter
GDP rose by 4.7% year-on-year, miss-
ing expectations of a 5.1% growth,
according to a Reuters poll.

* Swiss consumer prices rose 1.3%
from a year ago in July in line with
economists’ estimates and below the
SNB’s forecast of 1.5%.

* U.S. wage growth slowed in July with
a 3.6% y/y increase, following a 3.8%
y/y increase last month.

* In Q1 24, Switzerland’s GDP adjusted
for sporting events grew by 0.3%.

* China’s central bank cut a key inter-
est rate by 20 basis points.

* US Consumer price index (CPI) was
up 3% in June versus a year earlier,
the smallest increase in 12 months.

European Central Bank (ECB)
left its benchmark interest
rates unchanged

10.2%

THE PERFORMANCE OF
THE RUSSELL 2000

INVESTMENT PERSPECTIVE

July was a turbulent month, particularly in the second half, but marks a turn-
ing point in the relative performance of small and large caps. US indices ended
the month in positive territory, with small caps posting a stellar 10.2% return,
in contrast to the tech-heavy indices, which fell during the month.

Global economic growth slowed slightly in July. At its current level (52.5 in
July versus 52.9 in June), the global PMl is consistent with the global economy
growing at an annualised rate of 2.8%, compared with an average growth rate
of 3.1% in the pre-pandemic decade.

In the US, inflation fell below 3% and was well below expectations, while the
core personal consumption expenditure price index rose by a seasonally
adjusted 0.1% in the month and was 2.6% higher than a year earlier.

The US labour market continued to weaken, with the unemployment rate
rising to 4.3%, although the labour force participation rate rose and job
growth remained relatively stable. New and existing home sales fell in July,
while median sales prices for existing homes reached another all-time high.

The continuation of this disinflationary trend supported market expectations
that the Fed would finally begin to ease policy at its September meeting. This
welcome news on the inflation front helped US Treasury yields to fall sharply,
with the middle of the curve posting the largest month-on-month declines.

The bond indices all posted positive returns, with the long-dated government
segments posting the best results thanks to the easing in the interest rate
component of the bond markets. The US long-dated Treasury index gained
3.6%, its best month since the beginning of the year.

After a difficult June, the European market performed in line with the US
indices in July. However, dispersion was high across regions. The Swiss market
(+2.7% in local currency) and the UK market (+2.5% in local currency) per-
formed very well, while the Eurozone index continued to lag, rising 0.4% in
local currency over the month.

The performance of commodities was mixed. Gold rose by 5.2% while crude
oil (WTI) fell by 4.5%.

Relative Performance: Russell 2000/Russell 1000
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INVESTMENT STRATEGY

PORTFOLIO ACTIVITY

The market has become more confident that interest rates
will fall soon, with the probability of a Federal Reserve rate
cut in September rising from 72% to 92%.

The acceleration in rate cuts should also be seen in the con-
text of the target level of the interest rate at the end of the
easing cycle, the so-called terminal rate. Here, too, expecta-
tions have fluctuated widely.

After a trend of steady upward revisions since January,
reaching a high of over 4.9% at the end of May, short-term
interest rate expectations for January 2025 have fallen back
to the level expected at the beginning of the year, i.e. an
implied interest rate of 3.8%.

This downward shift in expectations has been massive and
contrasts with the consensus view of just a few weeks ago.
This trend was exacerbated by the panic in global equity
markets at the beginning of August.

Are we witnessing a major shift in US economic expectations
that, if confirmed in forthcoming data, will force the Federal
Reserve to cut interest rates not in line with falling inflation,
but as a matter of urgency to save the economy?

Although we might have feared an increase in the risk of the
slowdown scenario reappearing as likely, the macro data
remain constructive overall, but the risk of exaggeration and
reversal remains as high as ever.

Powell Suggested a Rate Cut Could
Come in September, the Fed’s Next
Meeting

The dramatic risk-off moves in recent days, such as the fall
in global equity markets and digital assets (e.g. cryptos),
remind us of the importance of a balanced position in our
portfolios at this stage of the cycle.

In fixed income, we have increased our exposure to gov-
ernment bonds to take advantage of the more
accommodative monetary policy, but also as a hedge against
a more pronounced economic slowdown.

We are currently evaluating whether to continue the re-
balancing of our bond portfolio, but we expect to be in a
better position to do so in the coming months.

In equities, we gradually became more cautious during the
second quarter, reducing our equity allocation and favouring
more defensive strategies such as long/short. We had no
positions in Japanese equities and, until recently, were cau-
tious on emerging markets.

Our more diversified positioning should allow us to ride out
this turbulent period with greater composure and take ad-
vantage of any opportunities that may arise in the event of
an exaggeration.

We are maintaining our current allocation as long as the
technical levels of the uptrend remain intact. However, we
are aware that the market's momentum has slowed and this
alone could justify a continuation of the adjustments we
have made in recent months.

If such a reversal were to occur, we would initially reduce
our equity exposure and reduce our credit exposure in de-
veloped and emerging markets in favour of medium- and
long-term government bonds.
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Yields (%)

US 3-Month 5.33 5.35

German 3-Month 3.55 3.32

US 2-Year 4.25 4.75

German 2-Year 2.39 2.83

US 10-Year 3.88 4.40

German 10- Year 2.02 2.50

Currencies

EUR/USD 1.1039 1.0713
USD/CHF 0.8414 0.8988
EUR/CHF 0.9289 0.9628
GBP/USD 1.2731 1.2645
Commodities

Oil (WTI) $71.7 $81.5
Copper $389.1 $439.1
Gold $2’063 $2'327

A In basis points A In basis points

5.28 -7 5
3.32 -0 -23
4.26 -50 +1
2.53 -30 +13
4.03 -37 +15
2.30 -20 +28
Aln% Aln%
1.0826 1.1 (2.9)
0.8780 (2.3) 4.3
0.9507 (1.3) 23
1.2856 1.7 1.0
Aln% Aln%

$77.9 (4.5) 8.7
$417.7 (4.9) 7.4
$2'448 5.2 18.6

Source: Bloomberg Finance L.P.
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