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Economic and financial market outlook
Elias Hafner, Senior Investment Strategist, September 2023
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Economic outlook



Economy: Probability of a soft landing in the US has increased again

= US economy remains surprisingly resilient — mild recession to start only in Q4

= Eurozone economy, on the other hand, increasingly fragile and already contracting in Q3
* Image of strong labour market gets cracks: Rising unemployment in several countries

= Financing conditions hardly slow down, but banks' lending conditions are clearly restrictive

Monetary policy: Rate hike cycle enters final round in September - but no rate cuts before 2024
= Final interest rate steps expected from ECB, BoE, RBA and SNB
= Further interest rate hike by the Fed not completely ruled out

= First interest rate cuts in emerging markets (Brazil, Chile) already implemented



Global growth: baseline scenario remains a further slowdown in €| Grionaiban
the coming quarters

Slowing growth rates Outlook for the 2nd half of the year: growth comes to a
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Growth: Eurozone and China with growing concerns — US
economy, however, continues to show more resilience

( Zurcher
Kantonalbank

PMI Manufacturing: Industrialised countries still in downturn PMI signals recession in the Eurozone, stagnation in the USA
July 2023 Development of the PMI Composite (deviation from 50 points)
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Downward trend in inflation tends to continue, core inflation

( Zurcher
Kantonalbank

still far too high - first cracks in the labour market become
visible

Downward trend in the US and

Canada loses some momentum
Headline inflation annual rates in %
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Still too high, especially in
the Eurozone and UK
Core inflation annual rates in %
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Trend

Number of vacancies decreases in all
regions
Index (February 2020 = 100)
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Trilemma - central banks facing a trade-off between different € oriratoan
policy objectives

Price stability

Financial stability Economic growth
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Monetary policy: Last key interest rate hikes in Q3 € R iban

Realized and predicted monetary policy key interest rates
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Financial markets and investment strategy



Economic background: bad news for risky assets more likely € rieraian

(:}3 Household surplus savings

High inflation / loss of purchasing power Expansionary fiscal policy

Restrictive monetary policy -0l Higher liquidity and capital buffers of banks
Restrictive lending practices X Continuing shortage of skilled workers, rising wages
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Inverse yield curve Long maturities, stabilisation on the housing market
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Uncertain macroeconomic environment little apparent on the

financial markets

Relatively calm equity markets

VIX
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Slightly more volatile bond markets
MOVE Index

2000 2003 2006 2009 2012 2015 2018 2021

30

25

20

15

10

0

( Zurcher
Kantonalbank

Moderate currency movements
FX Volatility
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Source: Zurcher Kantonalbank, Bloomberg



Bonds with consistently positive performance after last rate € arionatoan

hike

Performance asset classes six months after last US
Fed rate hike
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Time for longer maturities
Performance six months after last US Fed rate hike
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Structural Currency Resilience Map € Eoreoan

August 2023

Indicator USD EUR JPY GBP AUD CAD CHF SEK NOK

CNY SGD KRW INR MXN TWD ZAR BRL PLN THB ILS IDR CZK TRY HUF CLP PHP MYR COP RON PEN ARS

Trend growth 1.7% 1.8%

1.9%

Competitiveness

Current account balance 3% 2% 3% -1% 5%
Inflation 3.9% 3.5% 3.3% 4.2%
Inflation Target 2.00 2.00 2.00 2.00 2.00 2.00
Public debt 122% 93% 105%

Private debt
Government budget
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31% 17% 13%

38%
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Real effective exchange rate
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The Swiss Franc — a success story € 2o

Exchange rates since 1914
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FX Philosophy — How we form our cyclical currency view € Garioratoan

Four fundamental currency drivers

Relative
Growth

Global

Valuation : J
Sentiment

Monetary policy
and
IMEENEGEIES
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Valuation — USD still somewhat expensive, JPY offers value € &Eramiatban

Valuations according to purchasing power parity

Over/undervaluation against CHF, in %
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USD valuation speaks for a weak coming decade
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FX business cycle clock argues for safe havens € 2o
Monthly currency returns by phase of the global PMI*, 1998-2022
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Global economic slowdown, US recession postponed: the € G
immediate environment for the USD has improved

USD not yet really benefiting from renewed global slowdown

USD TWI (YoY, in %) and historical relationship with global PMI Manufacturing
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Recession in the USA later and milder...

ORNONDOOO

2023Q2 2023Q3 2023Q4 2024Q1 2024Q2
USA (July) ®USA (August)

...earlier and longer lasting in the euro area

Soboocooo
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Source: Refinitiv, Zircher Kantonalbank



CHF has moved (too) strongly compared to fundamentals

CHF - strong performance YTD

Shorter Term Fundamental Valuation Model*
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... not fallen off the bull

CHF appreciates against beta currencies
(AUD/CAD/GBP) despite equity market recovery
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( Zurcher
Kantonalbank

SNB with a shift in focus?

Given CHF appreciation, SNB could switch to a
more neutral intervention policy

115

i SNB refers to CHF
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Real effective exchange rate (consumer prices)
----- 10-year moving average
Real effective exchange rate (producer prices)

Source: Zurcher Kantonalbank, Refinitiv, SNB



Let’s talk about recession — commodities and gold €

Commodities — not the place to hide when growth is low Gold - usually a recession hedge
Share of positive monthly performance by phase of the global PMI*, since 1998

Share of positive monthly performance by phase of the global PMI*, since 1998
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Focus: the drivers of the gold price



High real yields make gold look expensive €] rettoan

Real gold price vs model
10yr US real yields, DXY, ETF holdings
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Jewellery demand and central banks as price takers -
investment demand driving prices

Jewellery demand Central bank demand Investment demand
in tons in tons in tons
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Gold and current inflation with weak correlation - in the long € rieraian
term gold is a good inflation protection

Gold vs US Consumer Price Index Gold compensates for accumulated inflation
Quarter-on-quarter change, since 1970 Real gold price deflated by US consumer prices
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Gold as a portfolio diversifier

Gold can smooth portfolio fluctuations

Portfolio volatility — addition of gold in a 50/50 bond equity

portfolio, based on weekly data over the last two years

16%

14%

/

12% /
10%

8%
6%
4%
2%
Weight of gold in the portfolio
0% >
XTI
oOnNnN o mnmounmowmnmounowumownounmown o un o
— — N NN TN N O O MN~NDMNOOOOWO OO
=

25 Investment Strategy — Economic and financial market outlook

( Zurcher
Kantonalbank

Gold vs Bitcoin
Portfolio volatility — addition of gold/bitcoin in a 50/50 bond equity
portfolio, based on weekly data over the last two years
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Source: Zurcher Kantonalbank, Refinitiv



Legal notices

Marketing information - This document is for information and advertising
purposes. It does not constitute an offer or a recommendation to purchase, hold or sell
financial instruments or to obtain banking services, nor does it form the basis for a contract
or obligations of any kind.

Due to legal, regulatory or tax provisions, the availability of products and services to certain
persons may be subject to restrictions, which may arise in particular due to their place of
residence or domicile, nationality or customer segmentation. Restrictions apply in particular
to US persons in accordance with the relevant regulations.

This document contains general information and does not take into account personal
investment objectives, the financial situation or the special needs of any specific individual.
The information should be carefully checked for compatibility with personal circumstances
before making an investment decision. For the assessment of legal, regulatory, tax and
other implications, it is advised to seek advice from specialists.

The document was prepared by Zurcher Kantonalbank with customary due diligence and
may contain information from carefully selected third-party sources. However, Zircher
Kantonalbank provides no warranty as to the correctness and completeness of the
information contained therein and accepts no liability for damages resulting from the use of
the document or information contained therein.
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Every investment involves risks, especially risks related to fluctuations in value, returns and,
if applicable, currencies. Past performance and returns or estimates regarding future
performance, returns and risks are not reliable indicators of future results. The return may
increase or decrease as a result of currency fluctuations.

Zurcher Kantonalbank reserves the right to change services, products and prices at any time
without prior notice.

The information contained in this document has not been prepared in accordance with any
legislation promoting the independence of investment research, nor is it subject to any
prohibition on trading following the dissemination of investment research.

This document or any information contained herein may not be reproduced or transmitted
without the written consent of ZUrcher Kantonalbank.

ESG information ©2022 MSCI ESG Research LLC. Reproduced with permission. Further legal
information on the MSCI ESG rating can be found in the investment information at
zkb.ch/trading.

© 2023 Zurcher Kantonalbank. All rights reserved.
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