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MACRO PICTURE
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 Central Banks – Market participants faced some doubts at the beginning of the
month, when the FOMC Minutes showed that Fed officials were not in the rush to cut
Fed Funds rate. While major central banks kept rate unchanged over the course of
the month, they are looking for more evidence that inflation is durably aligning with
the 2% target before pivoting.

 Geopolitical risk - Tensions in the Red Sea continued, with the US and UK strikes
on Houthis following their attacks on shipping. This led to a rise in shipping prices,
with traffic re-routing via the drought-hit Panama or Africa, reviving concerns about
inflationary pressures and higher oil prices. For most of the economists, this rise
should not derail the disinflation expected in 2024. In Taiwan, the ruling party has
secured the presidency while losing its parliamentary majority, which cooled down
the tensions with China for the time being.

 Real Estate - The former Chairman of the FED, and current Treasury Secretary –
Janet Yellen – said that the property markets in some US cities are of special
concerns and highlighted that many small US banks have commercial property
concentration. Of note that the Fed’s Bank Term Funding Program will cease making
new loans from March 11th. With all the worries surrounding small banks and
exposures to commercial real estate, this could add some stress in the market.

 China – While data for December showed the Official Purchasing Manager index
(PMI) for the manufacturing sector well established below the 50 threshold (49.0,
recession area), declining for the fourth consecutive month, the private Caixin PMI
painted a better picture with the index slightly higher for the second consecutive
month above 50 (50.8, expansion area). Official non manufacturing PMI came
slightly higher at 50.4 and the Caixan Services was even more upbeat at 52.9.
Consumer prices fell 0.3% YoY in December and producer prices declined 2.7%
YoY. In deflation, the country is implementing measures to support its property
market. Nominal GDP grew by 4.2% in 2023, the lowest rate since 1976, excluding
the pandemic period.

 Switzerland – PMI manufacturing came at 43 (contraction area). Inflation picked up
slightly at 1.7% YoY (from 1.4% in November), but stayed well within the SNB target
range. Producer and import prices came at -1.1% YoY. Unemployment rate
established itself at 2.3%.

 United State – The US activity remained extremely solid in January with a firm
labour market and disinflation. While inflation came slightly stronger than
expected, with the consumer price index rising 0.3% MoM in December and
3.35% YoY, showing an acceleration from November ( 0.1% MoM; 3.1%YoY),
core inflation slowed at 3.9% YoY from 4%. With the exception of
Transportation and Shelter, all other CPI components have a lower rate today
than back in June 2022, when we reached a peak at 9.06% YoY. As CPI’s
largest component (>33%), Shelter has the greatest impact on the direction of
CPI index. Excluding Shelter, US CPI rose 1.9% YoY, the 7th consecutive
month below 2%. Shelter has moved down from a peak of 8.2% in March to
6.2% today. One of the best news in the CPI report is the strong decrease of
food price inflation with 1.3% being the smallest increase we have seen since
June 2021. Other signs of cooling inflation about everywhere: Producer price
index came in at -0.1% in December and at 1% YoY. The headline personal
consumption expenditure (PCE) index dropped to 2.6% YoY in December and
the core PCE fell to 2.9%, a three-year low. The strong resilience of the US
consumer has been confirmed by the 0.6% MoM increase in US retail sales, as
did personal spending (+0.7% MoM in December). GDP came at an
annualized 3.3% in Q4, bringing total growth in 2023 at 3.1%. Global PMI index
came at 52.3 this month (expansion area), the highest since June

 Eurozone – Headline consumer inflation rose at 2.9% YoY in December from
2.4% the previous month. At the opposite, core inflation eased to 3.4% YoY
from 3.6%. Largely dragged down by Germany, Euro area industrial production
slumped for the third straight month in November. Of note that on a year over
year basis, German exports were down by 5% and imports by 12%. The
deteriorating trend seems to be reversing as seen in the rebound of flash PMI
index of business confidence. European indicators suggest that manufacturing
and services activity is weak, but has stabilised over the past three months,
helped by rising real incomes. Worth noting that households savings as a
share of income are also stable. More broadly, slow growth, coupled with
uncertainties over the German economy (which is facing hard competition from
China, especially on the auto sector (China becomes the world’s number one
vehicle exporter, undermining Europe’s once-dominant role), and global
geopolitical tensions have deeper implications for Europe than the rest of the
world.



MACRO PICTURE – US INFLATION
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Bloomberg - US commercial real estate contagion is moving to 
Europe
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 According to a Bloomberg report, the trouble seen in the US CRE
property market is moving to Europe

 The well-known Deutsche Pfandbriefbank AG has been obliged to
issue a statement declaring the institution has increased provisions in a
context of “persistent weakness of the real estate markets”. According to
a Bloomberg report, the company described the current crisis as the
“greatest real estate crisis since the Global Financial Crisis”

 Bafin, the country’s banking regulator, said it is monitoring the CRE
turmoil this Wednesday

 Of note that Germany’s central bank warned last year about the risks
surrounding commercial real estate, saying there could be “significant
adjustments” that lead to higher defaults and credit losses

 In its results last week, Deutsche Bank recorded provisions for losses
in US CRE that were more than four times bigger than a year ago,
warning that refinancing poses the greatest risk to the struggling sector as
asset values suffer

 Julius Bear Group said it would write down significant loans to bankrupt
property Signa.

Source: Bloomberg



FIXED INCOME
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 Better than expected macro figures along with communication of central
bankers were the main driver of the market. The year-end rally took a hit at the
beginning of the month after the FOMC Minutes showed that Fed officials were in
no rush to cut Fed Funds rates. Therefore, market participants pushed back their
hopes for early cuts, while continuing to price in larger rate cuts than what has
been announced by central bankers at their last meetings: between 5 and 6 rate
cuts of 25bps in the US (3 expected by the Fed) and 6 cuts in the Euro area (the
ECB has opened the door for a first cut in June)

 Core sovereign bonds – Core yields have been volatile in January. Long-term
yield drifted up as investors became more and more sceptical that the Fed and the
ECB will cut rates in march. The US 10-year benchmark traded close to the
4.20% mark before receding to close the month at 3.91% (+8bps). Its German
peers followed through (+14bps). The 2-10Y steepening on both side of the
Atlantic lost momentum. Duration sensitive bonds indices delivered a negative
performance. The appreciation of the US Dollar over the month had a major
impact on non-hedged bond performances

 Developed Credit – Primary markets enjoyed a large volume of new issues in
January and demand has been strong, with quality credit offering decent room
versus global Treasuries and better fundamentals than the so-called safe-haven.
Therefore, credit spreads tightened and stood below their 5-year average. In
terms of performance, based on ICE indices, EUR High Yield outperformed its US
peers. Yields remained far above their 5-year average but are offering less
cushion than few months ago. We estimate that spreads are too tight given rising
defaults and economic/political risks. The percentage of US and EU High Yield
trading at distressed levels is currently 8.6% and 10.3% respectively, according to
CreditSights. Financials continued to offer decent spread premium versus Non-
Financials

 Emerging Debt – External sovereign debt suffered in a context of stronger US
dollar and Fed rate cuts pushed back in May. Worth noting that Emerging markets
debt issuance in US Dollar hit record in January (Saudi Arabia, Mexico, Indonesia
to name a few)

TOTAL RETURN (% - Local Currency)

OAS Spread Change (Basis Point )



Valuation – Carry still prevail but buffer is reducing
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US Treasury yields drifted up in the long and ultra-long part of the curve, leading to an
outperformance of the front part of the curve; The steepening of the curve lost some momentum

Global sovereign bonds yields have drifted up

Credit enjoyed slighly positive return in January with EUR High
Yield outperforming. Spreads are far below their 5-year average
while yields still offer some cushion but less than few months
ago

US Treasury Term Premia offers little compensation

High Yield trades tight versus quality spectrum; USD Investment Grade trades cheap
versus both EUR Investment Grade and USD denominated Emerging



Bye Bye March rate cut!
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 The FOMC held policy steady at 5.25-5.50% as widely expected. The market
had priced in a zero chance of a cut for the January 31st meeting

 Changes to the policy statement were largely balanced. The US Federal
Reserve still estimates the US economy is growing at a solid pace. The risks to
reaching the inflation target and employment goal are better balanced. The
statement indicates the FED is not considering hiking rates further at this stage
but the institution needs to be more confident that the inflation will converge
towards the 2% target before cutting rates. Chairman Powell explicitly said a
rate cut in March does not seem to be the Committee's base case.

 The combination of the FOMC Meeting and the stronger-than-expected
employment report have pushed back expectations of when the first rate
cut will take place. At the end of December, expectations assigned a 70%
probability of a rate cut in March. Today, those same odds are below 20% and
the consensus has shifted to May. Entering the year, the markets were pricing
in 6 rate cuts with a fed fund at 3.90% at the end of 2024. Today, it has moved
to 5 cuts with a year-end rate at 4.12%

 The FOMC gave no indication about Quantitative Tightening and the fact it
could end anytime soon. Total assets are now at their lowest since March
2021, following a decrease of $1.3tr from the peak in April 2022

Source: Charlie Bilello

Source: Bloomberg

Source: Bloomberg



EQUITIES
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 The major indices delivered a third month of positive performances,
supported by i/ expectations of interest rate cuts, ii/ the resilience of the US
economy and iii/ better than expected results for big names.

 Global equity markets enjoyed positive return for the third consecutive
month, with major indices reaching all-time highs in January, even in a context of
higher long-term yields. While the MSCI World gained 1.14% in January, the
MSCI Emerging was down 4.68%, mainly due to the weakness of the Chinese
market (-6.29%), and despite announcements of economic and monetary support
along with a report that the Authorities were considering ways to stabilise the
equity market. The Japanese index benefited from the BoJ leaving its monetary
policy unchanged and enjoyed a positive return of +8.44%

 US equities slightly outperformed Europe, except for the UK which posted
negative return. While the S&P 500 posted new highs, The Russell 2000 Small
caps underperformed; in a lesser extend in Europe the picture is quite similar. The
Russel 2000 fell by 3.89% compared with +1.68% for the S&P 500.

 Sectors wise, Technology and Communication outperformed in the US,
despite a strong correction the last few days of January. Within the sector,
Semiconductors have continued to lead the way, powered by Nvidia and AMD.
The trillion dollar club added a new member with Meta crossing the $1trillion for
the first time since September 2021. Netflix’s crackdown on password sharing has
been a very good success with revenues hitting a record $8.8bn in the last quarter
of 2023. Financials have been a detractor of performance this month following the
NY Community Bancorp story.

TOTAL RETURN (% - Local Currency)



Valuation – All about big caps
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The underperformance of equally-weighted indices show that the largest market cap lead the return $ Investment Grade offers premium over US Equities

The equity risk premium, defined as the spread between
the S&P 500 forward earning yield and the US 10 year,
continued to offer little compensation.

Eurostoxx 50 – Top Holdings S&P 500 – Top Holdings

What about risk concentration????

Momentum remains firm on the S&P
500 led by the Tech names



4Q23 Earnings – Tech continues to perform
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 Google revenues increased 13.5% over the last year to a new
quarterly high of $86bn. Net income increased 52% YoY to a record
$20.7bn. Operating profit margins are up to 27% from 24% a year ago

 Microsoft’s revenues increased 17.6% over the last year to a new
quarterly high of $62bn. Net income increased 33% YoY to $21.9bn
(second highest quarter ever). Operating profit margins are up to
43.6% from 38.7% a year ago

 Meta’s revenues increased 25% over the last year to a new quarterly
high of $40bn. Net income increased 201% YoY to a record $14bn. Of
note: the company paid a quarterly dividend for the first time ($0.50 per
share) and increased share buyback to $50bn. Its market cap
increased by approx. $200bn after the earnings report, the largest
single-day gain for any company in history according to C. Bilello

 Apple’s revenues increased 2% over the last year to $119.6bn. Net
income increased 13% YoY to $33.9bn

Source: Bloomberg

Source: Bloomberg

Source: Bloomberg, C. Bilello Source: C. Bilello



CURRENCIES & COMMODITIES
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 US Dollar remained firm against most currencies, with a return of +4.28%
versus Yen and +2.06% versus the EUR, as expectations of rate cuts were
pushed back. The Yen suffered from the BoJ leaving its monetary policy
unchanged

 Gold fell slightly (-0.94%) while remaining above the 50 days moving average

 Oil enjoyed a decent rally (c. +7.7%), benefitting from tensions in Red Sea

TOTAL RETURN (% - Local Currency)

TOTAL RETURN (% - Local Currency)

Source: C. Bilello



FT - Gold attracts Chinese investors
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Source: FT

 Chinese investors and households bought gold as a refuge from local property and
stock market, according to the newspaper.

 China is cited as the world’s leading contributor to gold jewellery and investment
flows in 2023, overtaking India as the world’s number 1 consumer of gold jewellery

 According to the World Gold Council, central banks’ demand and Chinese demand
have been the main triggers of the upward trend in price, breaking its correlation
with real rates

 Investment demand for the precious metal in China rose by 28% to 280 tonnes in
2023 and the jewellery consumption in the country rose by 10%

 This rise in demand in the world’s largest consumer country shows no signs of
abating, according to the director of research at Bullion Vault

Source: SCMP
Source: SCMP



Market scenario & Positioning
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WHERE ARE WE IN THE CYCLE?

 The position in an economic cycle is decisive in determining where to invest. Where do we stand?

 This cycle is unusual. We had a sharp drop in GDP during the pandemic, with a very sharp but short recession followed by a powerful V-shaped recovery.
Therefore, we could say we are in the middle of the cycle, but if we look at inflation and the reaction of central banks, we are actually at the end of the cycle.
Hence the complexity.

 In addition, the cycle is troubled by structural factors such as 1/ AI and its impact on productivity and the pace of growth, 2/ the climate, with the Biden plan in the
US encouraging business investment or the European Green Deal plan, 3/ a new world order that is causing major upheavals in production chains and shocks to
competitiveness.

!



Our View
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 Few catalysts for very active positioning in the short-term

 Too many rate cuts priced in the market
 Few risks anticipated given valuations of risky assets
 Excessive valuation when looking at risk premia
 More economic downturn to come with no major recession

 Asset classes: 

 Equity:

- EU equities are cheaper on an historical basis
- US equities are more expensive but not at extremes either, when looking at 
equally-weighted indices
- Equities are rich versus High Yield, mainly due to the Tech sector

 Fixed Income:

- Core sovereigns have not sold off enough
- Tight spreads on the Credit and less attractive yields than a few months ago
BUT of interest in a context of rate cuts to come
- Favour Investment Grade over High Yield and EUR over USD
- Favour exposure on the belly of the curve
- Financials offer decent spreads versus Non-Financials, even on the senior 
bonds

 Emerging Debt: selective on EM countries and positive on Local currency
Debt
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Legal Notices

General : The information and opinions expressed in this publication were produced as of the dates of writing and are subject to modification without prior notice. This publication is intended for information purposes only 
and does not constitute an offer or an invitation by, or on behalf of, Banque Cramer & Cie, to buy or sell any securities or related financial instruments or to participate in any particular trading strategy in any jurisdiction. 
Opinions and comments of authors reflect their current views. Banque Cramer & Cie assumes no obligation to ensure that such other publications are brought to the attention of any recipient of this publication and shall not 
in any case be held contractually liable for them.

Suitability : Investments in the asset classes mentioned in this publication may not be suitable for all recipients. This publication has been prepared without taking account of the objectives, financial situation or needs of any 
particular investors. Before entering into any transaction, investors should consider the suitability of the transaction to individual circumstances and objectives. Any investment or trading or other decision should only be 
made by the client after through reading of the relevant product term sheet, subscription agreement, information memorandum, prospectus, Key Information Document (KID) or other offering document relating to the issue 
of the securities or other financial instruments, including funds. This publication should not be read solely without reference to the full research report (if available) which may be provided upon request. Nothing in this 
publication constitutes investment, legal, accounting or tax advice, or a representation that any investment strategy is suitable or appropriate to individual circumstances, or otherwise constitutes a personal 
recommendation to any specific investor. Any references to a particular tax treatment depend on the individual circumstances of each investor and maybe subject to change in the future. Banque Cramer & Cie recommends 
that investors independently assess, with a professional advisor, the specific financial risk as well as legal, regulatory, credit, tax and accounting consequences.

Information / forecasts referred to : Although the information and data herein are obtained from sources believed to be reliable, no representation is made that the information is accurate or complete. In particular, the 
information provided in this publication may not cover all material information on the financial instruments or issuers of such instruments. Banque Cramer & Cie does not accept liability for any loss arising from the use of 
this publication. Important sources for the production of this publication are e.g. national and international media, information services ( e.g. Thomson, Reuters, Bloomberg Finance L.P., Moody’s), publicly available 
databases, economic journals and newspapers (e.g. Financial Times, Wall Street Journal, etc.), publicly available company information publications of rating agencies. Ratings and appraisals contained in this publication are 
clearly marked as such. All information and data used for this publication relate to past or present circumstances and may change at any time without prior notice. Statements contained in this publication regarding financial 
instruments or issuers of financial instruments relate to the time of the production of this publication. Such statements are based on a multitude of factors which are subject to continuous change. A statement contained in 
this publication may, thus, become inaccurate without this being published. Potential risk regarding statements and expectations expresses in this publication may result from issuer specific and general (e.g. political, 
economic, market, etc.) developments.

Risk : The price and the value of, and income from investments in any asset class mentioned in this publication may fall as well as rise and investors may not get back the amount invested. Risk involved in any asset class 
mentioned in this publication may include but are not necessarily limited to market risks, credit risks, political risks and economic risks. Investments in emerging markets are speculative and may be considerably more volatile 
than instruments in established markets. Past performance is not a reliable indicator of future results. Performance forecasts are not a reliable indicator of future performance. Banque Cramer & Cie fixed income ratings 
apply exclusively to bonds of the specific issuer ranked senior unsecured or higher. They are therefore not valid for debentures junior to the mentioned ranking unless mentioned explicitly. Particular risks in connection with 
specific investments featured in this publication are disclosed prominently hereinabove in the text of this publication. Any investment should only be made after a through reading of the current prospectuses and/or other 
documentation/information available.


