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Global Markets & Economy Update

Q3 2022 was another fough and volafile quarter for
global financial markets with declines across most
asset classes. Investors grew gradually more
concerned about an imminent recession due to
central banks reaffiming their commitment to
fighting inflation by raising interest rates (Fed, ECB,
and BoE all hiked during the quarter), slow growth, the
energy crisis that primarily had impacted Europe, and
financial system stress such as the leverage crisis for
defined benefit pension schemes in the UK. Therefore,
key leading indicators such as the purchasing
managers’ indices and consumer sentiment surveys
have continued to deteriorate globally.

Except for a short rally in July on hopes that the Fed
would start cutting rates in 2023, the major equity
indices posted negative returns over the period as
the hawkish tone from global central banks increased
and the overall macroeconomic environment
weakened.

Global fixed income markets also performed poorly
as yields in most developed and emerging market
countries reached their highest level since the global
financial crisis with Gilts among the worst impacted (-
14.0%) given the market turmoil in the UK.

Q3 relative performance (Source: Finviz)
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Against  this backdrop, diversified multi-asset
portfolios have experienced another difficult quarter
as the fraditional low correlation relationship
between equities and bonds broke down during the
period.

Quarter 3, 2022
PPM Investment Update & Outlook

Q3 is the 3@ quarter in a row during which a balanced
stock/bonds portfolio lost money
(Source: Bloomberg, ZeroHedge, SYZ Group)
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2022 is the only year in history in which both S&P 500
and the 10-Year Treasury Bond are down more than
10% (as of 30/09/22) with a typical 60/40 portfolio of
US stocks and bonds delivering -21% YTD. This had led
to increased market volatility as investors grappled
with  how to manage asset allocation during
indiscriminate market selling.

S&P 500, US 10-Year Treasury, and 60/40 Portfolio (TR, 1928 —2022)
(Source: Compound, SYZ Group)
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Broad commodities also dropped with Brent crude
and WTI posting their worst quarterly performance
since Covid (-23.4% and -24.8%, respectively).
Precious metals didn’t provide any protection either
with gold down 8.1%.

Hedge funds (and few other commodities) were the
only exception with some strategies like macro, CTA,
and multi-strategy posting positive returns.

Hedge fund performance by strategy - YTD 2022
(Source: Aurum)
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The U.S. Dollar confinued its very strong year
appreciating against most developed markets’
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currencies (+7.1% just in Q3) due fo its safe-haven
appeal and the Fed’'s aggressive rate hikes
combined with quantitative tightening (QT).

Dollar Index Spot
(Source: Bloomberg, ZeroHedge, SYZ Group)
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The Japanese yen slumped to a 24-year low in
September against the USD (JPY/USD -20.5% YTD) as
the interest rate differentials between Japan and
elsewhere, particularly in the US, continued to widen.
Compared fto past periods of crisis, EM currencies
have been far more resilient than DM ones suggesting
that G10 currencies have been particularly weak
(GBP/USD -17.4%, EUR/USD -13.8% YTD), rather than
solely the USD strong.

USD vs G10 and USD vs EM (ex-China & Russia)
(Source: Robin Brooks, SYZ Group)
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As mentfioned above, mostly all global central banks
raised interest rates in the quarter with some also
accelerating their balance sheet run-off (QT).

Policy rates of CBs overseeing the 10 most traded currencies (LTM)
(Source: Refinitiv Datastream, SYZ Group)
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G4 central banks’ balance sheet -$3.1tn in past 7 months
(Source: BoA)

7000
6000

— Fed e ECB Bo) wmmm BoE

Total

5000
4000
3000
2000
1000
0
-1000
-2000
-3000

04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23

Over the short-term, the outlook remains challenging
as the main market concerns continue to revolve
around the following themes:

= Inflation

= Interest rate hikes

=  Geopolitics (Russia-Ukraine, China-Taiwan)

= Slowdown in growth and recession concerns

Evolution of Global FMDS “biggest tail risks” — As of September 2022
(Source: BofA)
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Over the quarter, we altered the overall asset
allocation of portfolios given market circumstances.
With most asset classes — from fixed income to equities
— adding litfle downside protection, looking af
alternatives and inflation-protected exposure was
prudent, so we reduced equity exposure in favour of
alternatives which offer a higher income stream and
less correlated returns to the equities. Alternatives
now ftend to constitute over 30% of our portfolios,
which in current economic environment will provide
downside protection but not limit upside capfture. In
addition, we kept a low exposure to fixed income
due to the significant shift in the rate curve. From a
security selection point of view, we changed the
profile of the funds within our equity basket.
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US stocks fell during the quarter with communication
services and real estate among the weakest sectors.
Consumer  discretionary and energy shares
performed better and proved to be the most resilient.
At the beginning of Q3, equities rallied as the market
had started to consider the possibility of interest rate
cuts from the Fed in 2023, given concerns about
slowing economic growth. However, such hopes
were quickly dashed by Fed Chair Powell during his
speech at the Kansas City Fed's annual forum in
Jackson Hole, where he reaffirmed the centfral bank’s
commitment to fighting inflation through a restrictive
monetary policy. This sent equities lower for the rest of
the quarter.

The performance for equities in Q3 shows the real swing around
Powell's Jackson Hole speech (Source: ZeroHedge, SYZ Group)

Considering this hawkish stance by the Fed, markets
are now pricing a ferminal rate to this hiking cycle of
~4.5% (as of 30/09/22) with the high chance of a
recession if to break 5%. During the quarter, the Fed
raised the federal funds rate both in July and
September by 0.75% each time to 3.25%.

Fed target rate and implied rate up to Jan 2024 — As of 27/09/22
(Source: Bloomberg, Fed, CME, Lazard)
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In addition, the Fed increasingly accelerated the
pace of its balance sheet reduction (QT) leading to
less liquidity in the market. As the Fed continues hiking
rates in combination with QT, we expect continued
pressure on long duration assets.

Inflation remains the dominant macro problem for the
US (and globally). Broad commodity prices declined,
and the supply chain improved. However, shelter
inflation (c.50% of the August 2022 core inflation
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reading) remains sticky and, even when August saw
the largest job openings fall on record, the labour
market is still fight with two available job openings for
every unemployed worker. The Fed should be able to
reduce cyclical inflation in 2023, but we believe that
structural  trends like climate change and
deglobalisation will lead to inflation remaining above
the cenfral bank’s 2% objective over the medium-long
term.

Looking at other risks, we contfinue to monitor closely
the events in Ukraine and watch for signs of a possible
recession in Europe which could impact US exports
and decrease global growth. China also represents an
increasing threat, politically and economically — zero-
Covid policy, floods, and droughts may confinue
disrupting supply chains while the situation between
China and Taiwan could lead to another crisis at
global level. One positive development between the
US and China in Q3 was a preliminary agreement to
permit American auditors to inspect the records of US-
listed Chinese companies.

On the domestic front, November midterm elections
bring another layer of uncertainty but appear likely to
deliver a Republican majority in the House of
Representatives and a Democrat magjority in the
Senate.

Overall, even with negative quarters of GDP during H1,
we continue to see a strong job market along with
healthy household balance sheets suggesting that a
severe recession can be avoided. Moreover, despite
this being an unfavourable macro backdrop for
investors, we believe that much of these concerns are
reflected in valuations. However, we maintain
cautious as risks remain of earnings downgrades
leading fo further market de-ratings — we don't try to
time the market, but we focus on the long term and
invest in high quality companies with predictable cash
flows, low levels of debt, and strong returns on capital
which are likely to be more defensive than deep
value/cyclical or growth stocks during an eventual
recession coupled with potentfial market liquidity
disruptions.

Europe

European equities have experienced further declines
over the quarter amid the ongoing energy crisis,
soaring inflation, and increasing concerns about
slowing growth. Communication services, real estate,
and healthcare were among the worst performing
sectors.

The ECB hiked interest rates in July and September but
remains behind the curve on fighting inflation which
jumped at 10% for the first fime ever in September. The
central bank is also behind when it comes to reducing
its balance sheet, lagging other major central banks
like the Fed, Bank of England, or the Swiss National
Bank which accelerated the pace of their
quantitative tightening throughout the year.
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Eurozone CPI (Source: Bloomberg, SYZ Group)
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Governments across Europe have announced nearly
€400bn in government support measures to protect
consumers from rising energy prices, and more
packages seem likely. This should support consumer
spending and limit the downside if a recession occurs,
but also increases bond yields as governments are
taking on even more debt.

Overall, we don't see any resolufion in the Russia-
Ukraine war over the near term and we expect that
high energy costs will dampen consumer spending
and industrial production. Europe is the region most at
risk from a protracted conflict in Ukraine (many
countries in the bloc are heavily reliant on Russian
energy) and more sensitive to the global economic
cycle due to the importance of its exports.
Considering this, the environment in Europe is likely to
remain challenging and volatile as we anticipate a
difficult winter ahead. In addition, as the ECB
continues its fight against inflation by tightening
monetary policy, we believe the region will fall into
recession sooner than the rest of the world. The
duration and magnitude of it will largely depend on
Russian supply of natural gas and temperatures this
winter with northern Europe (e.g.. Germany) more
exposed. We have heavily reduced the exposure to
European equities in our portfolios, but we closely
monitor the region for early signs of a recovery as
history has shown that investing early in an economic
downturn can be more rewarding than waiting for a
recovery to be confirmed.

Historically, investors priced a recovery into European equities with
the economiy still in recession and as company earnings continued
to fall - As at 31/08/22 (Source: MSCI, Lazard)
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In addition, as shown in the chart below, European
equities have lagged to date compared to global
peers and offer a sfrong recovery pofential with
valuations nearing 10-year low.

European equities have lagged global peers — As at 30/09/22
(Source: MSCI, S&P, Lazard)
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UK

UK equities fell during the third quarter which was a
period characterised by inflation reaching a 40 year
high of 10.1%, political instability, and weaker sterling.
A new prime minister, Liz Truss, was elected and the
incoming government announced policy changes
aimed at boosting the country’'s economy in
September which were poorly received by markets
sending the GBP down to record lows against the USD.
With the unemployment rate at the lowest since the
70’s (3.6%) and the Bank of England 2% inflation target,
we will likely see more rate hikes coming despite the
negative GDP growth in Q2.

Over the quarter, large global consumer staples and
energy stocks within the FISE 100 outperformed as
investors looked for defensive companies which
business models tend to deal better with an
environment characterised by lower growth and
higher inflation. A strong USD also helped improving
the sentiment in these parts of the market given that
more than half of the revenue generated by the top
100 firms listed in the UK comes from overseas.
Overall, UK equities remain a compelling investment
case as valuations have also rerated back to historical
levels. Also, with the BoE on a rate hike cycle, this will
boost UK banks alongside other financials that benefit
from rate rises, and retail data prints will start to
improve. Our view is that the UK market remains
undervalued and is more resilient than other
developed markets. In addition, UK dividends have
progressively increased. Notwithstanding current
concerns in the UK domestic economy (inflation and
rising energy bills, post-Brexit relationships with Europe,
weak consumer confidence, lower growth), we
confinue to see the global discount narrowing with
quicker earnings growth.
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Japan

After a positive period during July and August,
Japanese equities followed global stock markets
lower in September to end Q3 slightly in negative
territory. The BoJ maintained its accommodative
stance and the interest rate differential with the US has
been a significant factor in the continuous weakening
of the yen so far in 2022.

While the global economic backdrop has
deteriorated, Japan’'s domestic outlook has improved
as the Japanese government continues to ease Covid
restrictions and incentivise domestic travel — this should
improve domestic consumption at the end of the
year. Corporate results were again ahead of
expectations and profit margins appeared to have
remained resilient so far, despite increasing cost
pressures. In addition, more corporates are employing
higher dividend pay-out ratios and improved total
shareholder return policies.

On the other hand, Japan is facing some major risks.
The most significant relates to its extreme level of debt
— considering the rising domestic inflationary
expectations, we are very concerned about the
country debt to GDP ratio (over 220%) and with
interest payments now starting to increase.

The slide in yen is also very concerning as is particularly
painful due to Japan heavy reliance on imports for
fuel and most raw materials.

As the BoJ's foreign currency reserves dwindle, they
could raise interest rates or put capital controls in
place to defend the yen, but it's unlikely to raise rates
due to the mountain of debt on its books that would
cause the service payments to become
unsustainable.

Overall, we are considering reducing our exposure to
Japan as risks start mounting.

Emerging Markets (EM) & Asia ex Japan

In Q3, higher inflation, a rising USD, hawkish central
banks, and global geopolitical tensions have all
weighted on emerging market equities which
underperformed developed markets by 5% posting a
negative return of -11%. EMEA and Asia lagged Latin
America while Turkey was the best performing country
following its 7.6% YoY growth in GDP in Q2. After having
a very positive Q2, Chinese equities were heavily sold-
off in Q3 due to increasing geopolitical tensions with
US-Taiwan as well as domestic economic and social
concerns (e.g., COVID-19 lockdown, property sector
crisis). Energy, utilities, consumer staples, and financials
were among the best performing sectors, while real
estate, communication services, consumer
discretionary, and technology lagged.

From a country perspective, we look favourably at
Brazil which has massively outperformed global and
EM indices this year. Inflation has peaked and will likely
continue fo frend lower allowing the Banco Central do
Brazil to reverse tightening. In addifion, Brazilian
equities still look cheap in a global context. The

Quarter 3, 2022
PPM Investment Update & Outlook

upcoming presidential elections in October add a
layer of uncertainty as both Lula and Bolsonaro have
stfrong support. We expect Lula to win by a narrow
margin, but whatever the outcome, the next president
could enjoy the benefits of a betfter economy as
healthier economic activity, lower unemployment,
and lower inflation could reduce pressure for a more
expansionary program.

We are furning bearish on China as we see risks
increasing. While Beijing have started to stimulate the
economy with rate cuts and infrastructure spending,
these measures have thus far proven insufficient to
revive growth. As consumer demand in developed
markets slows, we expect more pain fo come. On the
political side, we will closely monitor the development
at the 20" National Communist Party Congress in mid-
October which should officially secure the third five-
year term to President Xi Jinping and reveal China’s
broad policy direction. Despite the negative impact
of the zero-COVID policy on the country's economic
growth, we don’t expect any easing in restrictions at
least until the completion of the leadership transition in
March 2023. We also believe that tensions between
China and US/Taiwan will confinue - this is also
confirmed by the recent CHIPS and Science Act
which provides $52bn of US subsidies and tax credit for
global chip manufacturers that establish or expand
operations in the US specifying that the producers
wouldn't be able to expand advanced chip
manufacturing in China for 10 years. Given elevated
economic and policy uncertainty in the region, our
direct exposure to Chinese equities will likely be
reduced over the final quarter of the year.

India has proved to be resilient to rising oil prices as
faster economic growth has helped reduce the
negative impact and inflafion doesn't seem a
problem, but equities appear expensive from a PE
ratio point of view.

PE ratios since 2003
(Source: GS, SYZ Group)
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Overall, even if different regions have different growth
drivers, we are neutral on broad EM equities — we
believe they could bounce back if there is significant
China stimulus, the Fed hikes at a slower pace, energy
prices fall, and the USD starts weakening. We don't see
these catalysts happening over the very short term,
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but we expect some positive developments
beginning new year.

Fixed Income

High inflation and hawkish central banks were
challenging for all fixed income segments and regions
in Q3. Government bond vyields were broadly higher
and credit spreads wider across the global market
due to concerns about future economic growth,
weighing heavily on returns. Across global credit,
sterling investment grade and high vyield were the
worst performers while European and EM did better on
a relative basis as they still ended in negative territory.
Overall, central banks' rate hikes are needed to tackle
the inflation problem, but we believe that much of
that is now priced in as rates over 3% are expected
across many economies. Despite our current low
exposure to fixed income, we believe that the asset
class starts looking increasingly aftractive as the
downside is much lower compared to just a few
months ago. Within the sovereign bond space, for
example, valuations have significantly improved
especidlly in the US, UK, and Germany.

At the moment, we are looking at sftrategic bond
funds that are able to generate alpha by dynamically
adjust their duration exposure and actively select
individual securities across the fixed income universe.
Duration management and carefully considered asset
allocation will be crucial in the months ahead.

Commodities

Most commodities prices have retreated from their
highs in the first half of 2022 as a sharp slowdown in
global growth and concerns about a global recession
increased. However, they are sfill marginally higher
than the level at the end of 2021. We have seen
different frends across individual commodities due to
distinct supply and demand conditions.

We certainly believe that a global recession is a risk for
commoditfies, but one potential positive catalyst is a
recovery in Chinese demand in 2023 as zero-COVID
policy ease and more sftimulus measures are
implemented by policymakers.

Overall, we remain positive on broad commodities,
and see them as a macro hedge - after years of
underinvestment in capex, there's a supply shortage
in many commodities while the demand is stfrong with
Russia-Ukraine war exacerbating the situation.

Our preference is for gold as it benefits from lower real
bond yields, geopolitical uncertainties, high inflation,
and tight supply.

Summary & Investment Outlook

Q3 2022 was another tough and volatile quarter for
global financial markets. Equities, bonds, and most
commodities recorded very strong losses over the
period as investors grew gradually more concerned
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about an imminent recession due to central banks
reaffirming their commitment to fighting inflation by
raising ratfes, slowing growth, the energy crisis that
primarily has impacted Europe, and financial system
stress points such as the leverage crisis for defined
benefit pension schemes in the UK. This resulted in
another difficult quarter for multi-asset portfolios as the
bond market continued to be highly correlated to
equities.

Hedge funds were the only exception with some
strategies like macro, trend following, and multi-
strategy posting positive refurns.

The US Dollar confinued appreciating against most
developed markets' currencies due to its safe-haven
appeal, and hawkish Fed.

We believe inflation expectations will still dominate
headlines and the outlook for Q4, along with more
quantifiable tail risks such as Russia-Ukraine, China,
and central bank hike cycles. Inflation should start
abating af the end of 2022 which should allow central
banks to be less aggressive on the hiking front.
However, over the next 3-5 years, it's more probable
will see higher inflation prints than the 2% central
banks' target considering that structural trends like
deglobalisation (leads to higher prices of goods) and
climate change (mitigation will lead to costs) should
keep inflation higher than we have been used to in
recent years.

Growth in several countries is expected to slow
significantly towards the end of 2022 and into 2023,
with many economies likely to enter recession around
the beginning of the new year.

GDP growth forecasts for 2022 and 2023 (%) — As of 18/08/22
(Source: DB AG)
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In addition, earnings forecast revisions from
companies are more frequently adjusted lower,
pointing to a more subdued outlook. However, we
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expectindex earnings per share to hold up better than
during past downturns.

Against this backdrop, we favour defensive equities
over cyclical peers, on sectors with resilient earnings as
they deliver essential goods and services, benefit from
network advantages, are low-cost producers, and
have other characteristics that support their ability to
protect margins and pass-through price increases. In
a high inflation environment, we are watching the
next round of earnings closely which will show how well
companies have managed to absorb input cost and
the impact on profit margins.

We believe this is a market which is more favourable
forincome types of investments and less favourable to
the old QE winners. For this reason, we partly
decreased our exposure to high growth companies
and increased the position in out of favour segments
of the market like the UK. However, we navigate the
uncertainty derived from growth vs value by not
taking any hard position as a more blended style
seems more appropriate. Potential global rolling
recessions could keep pressure on fixed income as
well. The timing of rotation is hard to quantify, so until
then is prudent to take a defensive stance.

Looking at the US Dollar which strength started being
cause of concern, we believe that the greenback will
start ease by the end of the year as the Fed becomes
less aggressive. We closely monitor the impact that a
strong USD have on our portfolios (most of our global
and regional strategies are unhedged carrying
currency risk) and consider the implications that this
scenario may have across the US (historically, it's very
hard for US corporate profits to grow when the USD is
strong) and the rest of the world (higher inflation with
commodities expressed in USD, financial crisis risks with
higher debt costs for borrowers of USD-denominated
debt, stocks downside risks as volatile FX market is not
ideal for equities).

Overall, as we head towards the end of the year, high
commodity prices and inflation, hawkish central
banks, lower growth, and recession concerns show
that the current outlook will remain challenging and
likely characterised by elevated volatility. We remain
defensively positioned, being underweight equities,
with a low exposure to fixed income, and a higher
allocation to alternatives. Within the alternatives’
basket, we are constantly reviewing and monitoring
our exposure to real assets (real estate and
infrastructure) which were heavily impacted recently.
Moreover, we are looking fo add other type of
strategies within the hedge funds space (e.g., market
neutral, macro, trend following) which should offer
uncorrelated returns to the equity markets. However,
within hedge funds, selection (style and managers)
remains key.

Hedge funds by performance — Share of funds by returns in 2022
through September 2022 (Source: Bloomberg, SYZ Group)
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At PPM Wealth, we confinue relying on our deep
expertise and research capabilities to select best-in-
class strategies and tactically adjust our portfolios’
asset allocation as the environment evolves.
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