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The world economy is slowing rapidly

65

60

55

50

45

40

Purchasing Managers Index

\’\

Eurozone

2021

2022

S&P GLOBAL PMI: COMPOSITE - OUTPUT : Euro Zone

NBS PMI GENERAL INDEX : China (Mainland)

ISM PURCHASING MANAGERS INDEX (MFG SURVEY) : United States

Source: Refinitiv Datastream, ING Economic Research

65

60
55

50

45

40




US economy is losing steam, but not yet in recession

US Leading indicator (6m % change)
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Is US employment as strong as it seems?
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Chinese economy still struggles with zero Covid and real estate
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Chinese real estate troubles are not over yet

China house prices and price expectations
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Monetary stimulus will generate more Chinese growth in H2
2023 (but not now)
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Natural gas price remains problematic for Europe
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The search for LNG

Natural gas imports Europe by origin (Min/Max 2015-2020) Expected global additional liquefaction
additions (million metric tons)
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Because of the slowdown China has imported less LNG
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The forward curve suggests that 2023 will remain tight for the
gas market
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Inventory correction will hurt Eurozone growth in Q1 2023
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Why the recovery will be weak




High energy prices will continue to weigh on consumption
throughout 2023
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In the past the ECB cut rates during the recession...

L
S
/

T |

EURO MAIN REFINANCING ECB Recession

Source: Refinitiv Datastream, ING Economic Research

16 ING.»



...just like the Fed
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Higher interest rates will hurt real estate prices (and
construction!)

Eurozone house prices yoy %
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Budgetary support: can it last?

im Fuel subsidies to Refocus
Customers
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Growth expectations

USA -3.5 5.7 2.0 0.1

Eurozone -6.8 5.4 3.2 -0.3

UK -9.9 7.5 4.4 -1.3

Belgium -6.2 6.1 2.9 -0.3

Japan -4.5 1.6 1.5 11

China 2.4 8.8 2.1(?) 4.3(?)
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Drivers of inflation
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Commodity prices have come down
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Global supply-side pressures are easing
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High retail inventories will push down goods inflation in Europe
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Services inflation seems to be more sticky
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Housing market correction will contribute to fall in US inflation

25 8

20

House prices yoy % (14m lead)

P

_’
%quivalent
M rent yoy%

_15-"'| """" T T T+~~~ 1T T T T+ | |"'-_2
2008 201 2012 201 2016 2018 2020 202 2024

14M lag of 1Y % change of S&P/CASE-SHILLER NATIONAL HOME PRICE INDEX : U...

1Y % change of CPI - OWNERS EQUIVALENT RENT OF RESIDENCES : USA (RH ...

1Y % change of CPI - RENT OF PRIMARY RESIDENCE : USA (RH Scale)

Source: Refinitiv Datastream, ING Economic Research

26 ING



Hawkish central bankers

Jay Powell (Federal Reserve):

“We still have some ways to go, and incoming
data since our last meeting suggest that the
ultimate level of interest rates will be higher
than previously expected”. (Until now Fed saw
rates peaking at 4.625%)

Christine Lagarde (ECB):

“We will have further rate increases in the
future so the normalisation process continues.
At some point in time, we will have of course to
identify the rate which will deliver the 2%
medium-term target that we have.”
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Neutral nominal rate of 2% in the Eurozone?

We have an important intermediate step on rates
which is the so-called #neutral rate. Our estimate
is around 2 per cent nominal. Up to the neutral it
is normalisation phase and we have to go quickly,
we should be there by the end of the year.
Beyond the neutral rate it is a possible tightening.
It doesn’t mean we should stop hiking at the
neutral rate, but it would be at a more flexible and
slower pace (Francois Villeroy 22 October 2022)
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https://www.linkedin.com/feed/hashtag/?keywords=neutralrate&highlightedUpdateUrns=urn%3Ali%3Aactivity%3A6988400826335535104

A sign that a recession is (already) here?
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Yield curve already anticipates further rate hikes
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We expect rates to peak around 5% for the US, around 2.5% for the Eurozone
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Euro is still very cheap...
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... but energy prices remain a problem
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The “Old N

Steven Vandepitte
Strategist
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Scores on the Doors
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60/40 portfolio has taken a rare hit

60/40 worth another lock after worst year since 2008

B Annual change in 60/40 portfolio
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Source: Bloomberg
BEMAG040 Index (Bloomberg US EQ:FI 60:40 Index) 60/40 yearl Performance Yearly 22ZNOV2002-17N0OV2022 Copyright® 2022 Bloomberg Finance L.P. 06-Dec-2022 11:51:39
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The potential for mean reversion next year is definitely present

Exhibit 1: Underperformance in both bonds and equities israre —
2022 was unprecedented
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Source: Bloomberg, NBER, Jorda-Schularick-Taylor Macrohistory Database, Morgan Stanley Research;
Mote: Data back to 1871. Bond return is return on long-maturity UST. As of November 9, 2022.
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Where are we in the cycle?

Bl berg g of US r ion probability hits 60%

M United States Recession Probability
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What scenario is priced in stock market ?

« “Goldilocks” - soft landing

« “Short & shallow” recession '

e Full blown recession NG 10 .

" 15 “Black swan” - systemic event



The $64,000. question : Volcker or Burns ?
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Fed to take further aim at financial conditions
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THE chart to monitor

Correlation to S&P 500 rarely been this high

B Global government bonds total return (R1) BS&P 500 total return on 11/15/22 (L1)
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Bond benchmark yields are up... a lot

M Bloomberg Global-Aggregate Total Return Index Value Unhedged USD - Index Yield to Worst 3.5548 +.0326
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“The Great Reset” at warp speed!

Yield-to-Maturity across fixed income
segments
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Fast and outsized moves are a feature of today’s markets

Steep Drop
Treasury 10-year yields head for biggest monthly fall since 2020

ETreasury 10-year yield, monthly change
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Goodbye and good riddance
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LOV\{ starting point for what is expected to be a mild default
cycle.
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Preference for quality in corporate bonds as they now track
equities closely

Stocks up & spreads down
Correlation to S&P 500 has been firmly negative for years

M BBB spreads over US Treasuries (R1) ®MS&P 500 total return (L1)
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US earnings really only drop when the recession strikes
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US valuations are on the expensive side for the expected rate

environment

It is not looking pretty: when U.S. rates went to 5% or higher, S&P 500 P/E multiples were typically lower

\J
'\
%) v
2,
\ i
BUS Federal Funds Effective Rate (contiouous series), § B SEP S00 Index, P/E ratio
AL | 10 1WA | TR | DO DN | DN | IO DA | TSI | IR0 PN | IR IPR | N00000 | J0S N0 | MIONM | ML RT | R0
FROLOT Indes (U5 Fadersl Funds [Mactve Rate (Contvnns sores)) Fad ESactve Kate P/1 Quarter'y SLIMNIOL)- I NOND022 Coowgit 200 Boomberg P 1P, 1NN N

49

AR
PIRSENE)
O W E
frn G




No trough yet in PMI's should see defensives outperform
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Factors to watch : value,

Evolution of investment styles

] Normalized As Of 12/31/2021
I MSCI World Quality Price USD Index - Last Price on 11/25/22 79.453

MSCI World Minimum Volatility Net Total Return USD Index - Last Price 91.7623
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W MSCI World Large Cap Index - Last Price on 11/25/22 83.9849
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Overview of positioning

Asset Allocation
Cash

Bonds

Equity

Real Estate
Commodities

Bonds Allocation

Sovereign bonds

Investment Grade

High Yield

Emerging Markets (hard currencies)
Emerging Markets (local currencies)
Inflation linked bonds

I 221172022

" Previous dllocation

+

Regional Allocation
United States
Eurozone
Europe ex EMU
Japan

Emerging Markets
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Sector positioning:

Sector Allocation Europe
Financials

Information technology
Communication services
Durable consumer goods
Healthcare

Utilities

Energy

Materials

Industrial goods

Daily consumer goods

W 221112022 | Previous allocation

+  Sector Allocation US

Financials

Information technology
Communication services
Durable consumer goods
Healthcare

Utilities

Energy

Materials

Industrial goods

Daily consumer goods
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Key takeaways

A very mild recession may be the market’s
base case, but will “short & shallow” be the
new “transitory ?

TINA no more. Time to put cash to work and
return to bond markets. Quality first.

Equities to break their unusual correlation with
rates before reaching a final bottom but we
have already priced a lot of bad news

Preference for defensives, low volatility, high
dividend and value
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Q&A
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