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A question of USD 31 Trillion and 25Bps

Will the debt ceiling debate finish the Fed's inflation fight?

Global Market Overview

As an investor, constantly remind yourself:
always follow the liquidity, never fight the

FEDs.

— Sandeep Jadwani | ACSI
Head of Investment Advisory

U.S. stocks hit 2023 highs last week on hopes for a
debt ceiling solution. Yields climbed on expectations
the Federal Reserve could hike rates again instead of
pausing at its next meeting. As we exit the peak period
of earnings season, where analysts set the bar lower by
aggressively downgrading estimates, we saw a
resilient quarter with a strong earnings beat rate and an
earnings surprise rate that reached a multi-quarter
high. Inflation helped revenue and margins as firms
passed on higher prices to a still-strong consumer. We
think higher financing costs and dwindling savings
could start to bite: Earnings expectations look too rosy.
It's just a very uninspiring, low-growth backdrop, with
tight monetary policy and earnings that could be down
this year versus last.

The S&P 500 is up about 9% so far in 2023 after falling
19.4% in 2022 with  forward 12-month price-to-
earnings ratio is now at 19 compared with 17 at the
end of 2022 and a long-term average of about 16,
according to Refinitiv data.

Mega-cap stocks have collectively outperformed the
S&P 500 by 34% year-to-date following moderating
interest rates and an improved earnings outlook. We
believe their outperformance can continue if growth
remains far enough below the potential to keep rates
near current levels. However, they walk a narrow path;
in our view, if growth reaccelerates (causing rates to
rise) or a recession occurs (driving equity exposure
lower), mega-cap names may be vulnerable again.

As investing trends come in and out of fashion, it can
be difficult to navigate what is real and power the
future, and what is hype and eventually fade. Resolve
among bears is weakening after a $3 trillion equity rally
this year defied everything from banking turmoil to
falling profits and now a potential US default. “The cost
of missing out may be just too high.”

Habib Investment Limited - Office 18-41, Central Park Towers, DIFC, P.O. Box
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There's this optimism that the Fed is either finished or
almost done with its rate-hiking cycle, then there’s the
notion that the recession could be pushed out.

Gulf investors have largely been spared the surging
inflation, consequent raises in rates, growth in labor
costs, energy price hikes and looming recessions
which threaten Western countries. Nations which
produce oil have benefited from a tail wind in higher
prices, fuelling domestic growth.

Sticky inflation makes rate cuts unlikel

Threa-month on three-month annualized core inflation, 201§

u.s. Euro area Japan

We become increasingly cautious and stripe out risks
that cannot be handled by investors across the risk
spectrum.

In such an uncertain macro economic backdrop, we
suggest the below investment strategy:
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With X-Date staring at US, it's time to DE-risk (not DE-couple): one ( 25bps hike ) for the road?

Global Market Outlook

Q1 saw a ‘semi-v' shape pattern when looking at the
path of aggregate earnings this quarter, as analysts
significantly downgraded expectations which set the
bar lower and resulted in companies surprising to the
upside.

Looking ahead to next quarter, guidance numbers have
started off much more positively compared to last
quarter. There have been 31 negative announcements
for Q2 compared to 27 positive announcements,
resulting in a negative/positive ratio of 1.3. For context,
Q1 only saw 26 positive announcements in total.

Interestingly, the dramatic improvement in Q1 earnings
growth has not translated throughout the rest of the
year, as Q2, Q3, and Q4 growth expectations have all
declined marginally since April. Perhaps analysts are
adopting a ‘wait-and-see’ approach before revising
estimates any further.

As US debt ceiling negotiations are approaching their
final innings and the X-date is moving closer, we
assess the risks priced in the market and how to hedge
for an adverse outcome. While a default (and a
downgrade from AAA ratings) on US government debt
remains extremely unlikely, the risk of a government
shutdown is very real and may have significant
repercussions for the US cycle. The White House and
House Republicans have an agreement in principle on
a deal to raise the debt ceiling for 2 years and cap
spending, House Speaker Kevin McCarthy confirmed,
moving the nation one step back from the brink of a
historic default.

With a highly significant change in market
expectations of a rate hike amid continued growth and
N

sticky inflation, Treasury yields have moved up across
the curve. The 2Y yield was up by over 26bp last week
and almost 53bp higher month-to-date. Meanwhile 10Y
yields were up 10bp last week with the month-to-date
rise at 37bp.

Exhibit 1: USD weakened during last four US debt ceiling talks
USD trade-weighted index, # of days before/after end of shutdown (=100)
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Source: Macrobond, Bank ). Safra Sarasin, 25.05.2023

Japanese stocks are becoming equity-market darlings
and gaining notable ground over European peers. The
Nikkei 225 and Topix are trading at levels not seen in
over 30 years and are beating the S&P 500 and Stoxx
600 so far in 2023. Foreign investors are buying
Japanese stocks, with renewed interest from Warren
Buffett, a weak yen, corporate reforms and supportive
BOJ policy all helping drive the market higher. The
ratio between the Stoxx 600 and Topix has fallen to the
lowest since November.

Strategists have touted Japan’s earnings growth, share
buybacks and still-low valuations. On a price-to-book,
the Topix is cheaper than the Stoxx 600 at 1.3 times
versus 1.8, respectively. The Topix's gains this year
have been led by electrical appliances, machinery and
iron and steel — perhaps giving European stocks’
cyclical tilt some competition.




MAY 2023 |

ISSUE #280510

Traders Have Increased Bets on Further BOE Rate Hikes
Money markets are now pricing in a peak as high as 5.5%

@ Market-implied BOE rates on May 24 @ May 23

BOE benchmark is currently 4.5%

MPC meeting date

Source: Bloomberg

Global data is surprising to the downside and broadly
“slowing” again — from China (headline IP 5.6% YoY in
April vs 10.9% consensus; retail sales 18.4% YoY in
April vs 21.9% consensus; fixed-asset investment 3.9%
YoY in April vs 6.7% consensus) to Europe (ZEW
Survey Expectations -10.7% vs consensus -5.0%, while
GDP QoQ comes in at just 0.1%) to the latest very
much “mixed” US Retail Sales story (“missing” on
Advance MoM, although higher — ex Auto and Gas and
Control).

This latest weakness has mainly been with European
and China data downside surprises, especially in the
hard data for manufacturing and parts of consumer
spending. On Bloomberg's measures, European data
surprises are lower now than in H1 2022 and to the
depths of 2020. In China, growth forecasts have been
revised from 5.9% to 5.5%, with a rising risk of slower
activity growth, rising unemployment, persistent
disinflation, falling market interest rates and a weaker
currency.

Leaving Home
Buffett is finding wonderful companies at a fair price in Japan

Raturn on Equity P/E Ratio
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Source: Bloomberg
Mote: Raturm on equity and P/E ratio basad on most recant fiscal year.
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Bloomberg

10-Year Breakevens Show Few Long-Term Inflation Concerns
Breakevens are down 50bps in the last year
. )

The biggest news had to be the blow-out inflation data
in the UK.

The annual headline inflation rate hit 8.7% for April.
That was lower than March, but not as low as
expected. And core inflation (that is, inflation without
the volatile bits, like energy and food), hit its highest
level in more than 30 years, coming in at 6.8%.

The nasty spike in core inflation means that markets
now expect rates to go far higher than what they
expected earlier. They've gone from pricing in a likely
peak rate of 4.75% to pricing in 5.5% now.

Solid economic data, sticky inflation and debt-deal optimism pushed yields higher

US 10Y 3.30¢ Germany 10% 2,521 (+1.20%)
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Market Definitions 101

The process in which a private
company makes its first offering
of its shares to the public by
listing on a stock exchange. IPOs

The debt ceiling is a limit set by
the US Congress on the amount
of money that the federal
government is allowed to borrow.

A corporate credit rating is a
numerical value or quantified
evaluation of a company's
creditworthiness, which shows

are done to raise capital for
expansion and/or to enable early
investors to realize the returns on
their initial investment. They mark
a significant point in a company's
lifecycle

It prevents the government from
incurring excessive debt. Once
the debt ceiling is reached, the
government is restricted from

issuing new debt without raising

the ceiling.

investors the probability of a
company defaulting on its debt
obligations or outstanding bonds.
Credit ratings are given by issuers
such as Moody, S&P and Fitch.

Asset Class Views
View View
Asset Class Sub-Class (Apr'23) (May'23)
Equities = =
Fixed Income =A =A
Main Asset Class
Commodities =A =A
Currencies =A =A
USA = =
EU (Ex UK) = =A
- Japan N/A A
Equities
UK = =
EM (Ex MENA) A A
MENA =A =A
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Asset Class Views

Asset Class Sub-Class View

(Apr'23)

US Treasuries

Euro (Bunds)

UK Gilts

Fixed Income

> | 4| <

USIG

US HY = =

<
<

Europe IG

EM

Qil = =

Commodities
Precious Metals =A =A

UsD =A =A

EUR = =

Currencies
GBP = =

EM = =

B negativetit [l positive tilt

A overweight = neutral weight Y underweight

B Critical Future Events

¢ June 16: BoJ Meeting

§ June 22: BoE Meeting

Habib Investment Limited - Office 18-41, Central Park Towers, DIFC, P.O. Box
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Semi - Conductors: IYKYK

US Chipmakers are Heavily Reliant on China
Micron is less dependent on the country than many of its peers

[ Percent of revenue from China

Qualcomm

Broadcom

I 64
I 35%

intel I 27%
AVD I 22%

Nvidia
Micron

7

Source: Company data complied by Bloomberg

Note: In some cases, China revenue includes chips for devices that are exported for sale

elsewhere

Investors have signalled chip makers as one of the big
potential winners in Al, following the viral success of
ChatGPT and similar tools.

The US keeps sanctioning Chinese companies over a
range of alleged abuses, and Beijing had held back —
until now.

Micron Technologies, this week became the first
casualty of “retaliation for the US's export controls on
semiconductors.”

Image: iStock

Beijing didn't say as such. Instead, it claimed Micron's
products have “relatively serious” cybersecurity risks at
a time when the government operates increasingly
through the prism of national security.

Habib Investment Limited - Office 18-41, Central Park Towers, DIFC, P.O. Box

506874, Dubai - UAE (Regulated by the Dubai Financial Services Authority)
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Bloomberg

A tough loss for Micron, but not so much for China,
which can replace the company's memory chips with
similar products from local suppliers as well as South
Korea’s Samsung Electronics. South Korea, a major
trade partner with China and security partner with the
US, is stuck in the middle of the spat as its memory
chipmakers Samsung Electronics Co. and SK Hynix
Inc. are poised to potentially gain from Micron’s loss of
market share in China.

The move brings fresh uncertainty to the other US
chipmakers that sell to China, the world's biggest
market for semiconductors.

The question is, what else China has on its retaliatory
sleeve that wouldn't cause itself harm?

Is this the start of a re-evaluation journey in the semi-
conductor space with all US players discounting the
possibility of a ban by China?

Author
Sandeep Jadwani | ACSI

sandeep.jadwani@habibinvest.com
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Habib Investment Ltd. is a licensed financial service provider established in the Dubai International Financial Centre (“DIFC”) and regulated
by the Dubai Financial Services Authority (“DFSA”).

The contents of any electronic communication (including e-mail, instant message, text messaging, etc.) and its attachments are for
informational purposes only, and should not be regarded as an offer or solicitation to buy or sell a product or service. The receiver may not
duplicate, redistribute, or forward the message or any portion thereof, including any attachments, by any means to any other person. This
communication is not intended for anyone in any jurisdiction in which use of such communication is not authorized or requires any
registration, to anyone to whom it is unlawful to make such an offer or communication or if made by a person not qualified to receive such
a communication. The prospective clients should inform themselves as to the legal requirements and tax consequences within the
countries of their citizenship, residence, domicile, and place of business with respect to their relationship with Habib Investment Limited
or the investments to be made.

This material is intended for the professional clients and/or market counterparties clients as classified under the DFSA rulebook. No other
person should act upon this communication. The information in this e-mail and any attachments may contain Confidential and Proprietary
information and is intended solely for the use of the individual to whom it is addressed. This document should only be read by those to
whom it is addressed and is not intended to be relied upon by any person without subsequent authority of the sender. Accordingly, the
sender disclaims all responsibility and accepts no liability (including negligence) for the consequences of any person acting, or refraining
from acting, on such information prior to the receipt by those persons of written authority of the sender.

Any analysis on client portfolios relating to the market performance of the constituent holdings that is conducted by Habib Investment
Ltd. is indicative in nature and is performed on a best effort basis. Such analysis is not intended to be a “Client Valuation Statement” and it
should therefore not be relied on by clients as fulfilling such a role. For the avoidance of doubt, you should rely only on the Client Valuation
Statements that are issued by your Bank.

This Prospectus relates to a Fund which is not subject to any form of regulation or approval by the Dubai Financial Services Authority
("DFSA"). The DFSA has no responsibility for reviewing or verifying any Prospectus or other documents in connection with this Fund.
Accordingly, the DFSA has not approved this Prospectus or any other associated documents nor taken any steps to verify the information
set out in this Prospectus and has no responsibility for it. The Units to which this Prospectus relates may be illiquid and/or subject to
restrictions on their resale. Prospective purchasers should conduct their own due diligence on the Units. If you do not understand the
contents of this document you should consult an authorised financial adviser.

Habib Investment Ltd. is committed to protecting the Personal Data of the individuals we encounter in conducting our business and have
updated our Privacy Policy in line with the current DIFC Data Protection Law. The Privacy Policy is subject to updates and the current
version is available at the following Website address: https://www.habibinvest.com/privacy-policy-2022

Source and Sighting: JBSS, Blackrock, Bank of America, Bloomberg, Nomura, JB, HSBC, Goldman Sachs Asset Management, Financial
Times
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