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2023, The Year That Never Was:

A Recession And China’s Economic Recovery

After a disastrous year for financial markets, and
amidst a collapse in correlations for the classic
balanced portfolio, most financial analysts and com-
mentators started 2023 with two near certainties:

e Anearcertainrecession, and

e asurge in Chinese economic activity after the
abandonment of its Zero Covid Policy.

Avyear ago, inour 2023 outlook, we wrongly adhered
tothe positive view for China, while disagreeing with
the recessionary view. We advocated for the return
of the balanced portfolio, with a moderately positive
view for financial markets. We believed that inflation
had peaked already, and that it could surprise to the
downside. We also mentioned that central banks were
already much further along their tightening cycle. We
also believed that earnings estimates in the US were
likely to be revised downwards.

We thus began the year by being neutral the US Mega
caps, underweight the US wider market, overweight
the Eurozone. During the year we added to Japanese
equities and credit risk. In Autumn we extended
duration.

That view had been broadly correct until August,
before a bond scare and the ensuing spectacular, and
historic, rebound in November-December, which only
has an equivalent going back to the early eighties. The
rebound was caused by:

e Astring of better news on the inflation front, on
both sides of the Atlantic,

e evidence of arebalancing of the US labor market,
while employment is staying strong, and

e economic data pointing to a soft landing, where
growth is neither too hot nor too weak.

Just perfect.

Financial markets moved quickly: they now imply
close to 1.8% of rate cuts in the US in 2024, from a
prediction of just 50 basis points back in mid-October.

The fixed income rebound essentially lifted all assets,
delivering very strong results for all investment
profiles.

In 2023, markets first worried about growth, but then
quickly about sticky inflation: that would have meant
rates higher-for-longer. That brought bank panic in
Spring, followed by corporate credit concerns and
commercial real estate risks coming to the fore. We
then had two subsequent obsessions:

e Al sparked by ChatGPT, that, for obvious rea-
sons, lifted any stock linked to Al - such as Nvidia
- and which greatly helped the S&P 500 achieve
its 24% gain for the year.

e The obesity drug, led by Novo Nordisk and Ely
Lily: Novo became Europe’s biggest stock, while
any pharmaceutical company that didn’t have an
obesity treatment, (at least in the pipeline) got
punished, along with companies that do treat
obesity linked diseases such as cardiovascu-
lar diseases. (which can also be found in one of
our equity thematics, the Bionics, that suffered
heavily as aresult)

In 2023 we also had a decent dose of geopolitical
events:
e The surging geopolitical divide on the war in

Ukraine.

e Therising US-Chinatensions, with the US increa-
sing the sanctions on Chinese companies.
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e The Israel-Hamas war, which put the Middle
East back into the spotlight. As a result, crude oil
price volatility greatly increased - amidst OPEC+
production cuts, expected lower demand, and a
potential widening of the conflict. Worries also
exist about increased delivery costs, as currently
the Red Sea has all but become forbidden waters
for civilian navigation. A persistence of the situa-
tion could mean a resurgence of inflation, particu-
larly in Europe.

e TheUSis hittingits debt ceiling again, setting off a
political fight: that per se is nothing new. However,
we arein anelectionyear, and this year is very par-
ticular, what with infighting within the GOP, aweak
Biden and, if nothing happens onthe judiciary side,
Trump likely being reelected. The withdrawal of
US aid to Ukraine could have devastating effects
for the country, and scare many European coun-
tries that have aborder with it: this could force the
deployment of large numbers of US troops to those
countries to act as a deterrent. Financial markets
are unlikely to like such an occurrence.

Financial Markets

For US equities 2023 was essentially a mirror image
of 2022:in 2022, the mega caps were responsible for
2/3 of the S&P 500 18% fall, while in 2023 they were
mostly responsible for its 26% rise. The now well-
known ‘Magnificent Seven, on an equal weight basis,
rose over 100% for the year. The S&P 500 effectively
now sits where it was two years ago.

In Europe, the avoidance of the energy crisis, coupled
with strongly revised earnings, led to the outperfor-
mance of very cyclical companies, (that can be found
in our European strategy, which surged over 27% in
2023). After technology, industrials led the charge, fol-
lowed by financials and consumer services. In Europe
the performance across the national indices varies, as
their composition is very diverse: for example, French
CAC heavyweights include luxury, energy, and pharma,
while DAX heavyweights, (which in the meantime grew
toinclude 40 companies), are engineering companies,
technology and financials, (insurers and reinsurers).
The UK and the Swiss market markedly underperfor-
med: the UK is more dependent than others on Chi-
na’'s economic evolution, while the Swiss market was
notably very expensive on a comparative basis.

Japan’s forgotten market was the outstanding story
in 2023: on a EURO-hedged basis it rose close to
33%. A string of shareholder friendly decisions by the
government and the Tokyo stock exchange, (with more
to come in 2024), lead companies to be:

e Moreprofitable,
e increase dividends,
e increase share buybacks, and

e to have financial ratios, such as price to book,
closer to those of Western companies.

This, coupled with the end of the multidecade-long
deflationary state of the Japanese economy, as well
as the ability of the Bank of Japan to maintain its zero
rates policy and a weak YEN, contributed to the rise.
The fact that long-term investor Buffett started to
invest, (and then increased), in several Japanese tra-
ding companies back in Spring, put additional spotlight
on this market.

Within fixed income, credit, in particular highyield out-
performed, and had equity-like returns of 12 to 13%,
while government debt, despite the recovery at the end
of the year, lagged, but still delivered positive returns.

In currencies, as we mentioned above, the YEN weake-
ned - by about 8% against the US Dollar - but the star
performer has been the Swiss Franc, which rose 9%
against the US Dollar, being a victim of its own success:

e Acountrywith limited deficits even after Covid
e somegrowth,

e noinflation, (at least according to the official
measures),

e lowunemployment, and, of course,

e political stability.

The Swiss National Bank also changed strategy to
tackle imported inflation: it started purchasing its own
currency, a radical change from its previous stance of
trying to weaken it to preserve the country’s compe-
titiveness.

In commodities, Gold shone and accelerated towards
the end of the year on the ‘pivot’ to lower rates by the
ECB and the US Federal Reserve. It ended the year
up 13%.
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On its side, crude oil disappointed, closing over 10%
lower, despite the various production cuts by OPEC+,
as demand from the West is waning, and China fails to
kickstart its economy.

Outlook

Central banks and the economy:

e Webelieve the US and Europe will avoid a recession
and will be experiencing a soft economic landing.

e USinflation should continue to decelerate.

e European inflation, because of substantial base
effects, will tend to increase in early 2024, and
subsequently retrace back down towards the
2% target again. The continued closure of the
Red Sea route poses a risk, as it could increase
shipping costs significantly.

e The US Federal Reserve is thus expected to cut
rates starting in March: the market has now
exceeded our view, seeing the central bank cut-
ting rates by over 1.75% in 2024. This would
imply a target rate of 3.75% by year end. We
think 5or 6 cuts of 25 basis points is more likely.

e InEurope, because of more resilient inflation, we
believe the market is too optimistic that the ECB
will cut in Spring. We rather believe it will start
cutting rates in early Summer. We expect the
ECB to cut rates by 1% in 2024, bringing them
down to 3%, (the deposit facility).

e China’s policy of addressing its multiple pro-
blems via a multitude of initiatives, both fiscal
and monetary, is finally getting some traction. It
is, however, unlikely to see its economy fully com-
pensate for the drag from its real estate sector.
GDPiis still expected to grow close to 5%, decent,
but far away from the double-digit growth expe-
rienced a few years ago.

e Japan, for the first time in decades, is facing a
goldilocks economy. Japan is unlikely to change
its Yield Curve Control and zero-rate policies
before April-May, when it will have more data on
wage-inflation and the national inflation figures,
rather than just the Tokyo data.

Equities

For the moment, we continue to prefer Eurozone equi-
ties over the US, while having a neutral allocation to
large US technology stocks. Contrary to 2023, though,
we should start to see some dispersion in the perfor-
mance of the US mega caps: there is some evidence
that the financial performance of some companies
might diverge negatively for the group, for example
Apple and Tesla, which have seen multiple quarters of
lower revenues. Our exposure to part of that group of
companies might thus be reduced soon, in favor of the
broader US market.

Another question regarding equities: is the potential
of generative Al really that great? In a similar fashion
to 2000, when companies were forced to add a ‘com’
totheir name, even though they didn't have an internet
strategy, we see them now talk about Al.

We are not Al specialists, but maybe it is already upon
us, at least in certain sectors, looking at some micro
news: for example, language-learning app Duolingo has
been steadily firing contract writers and translators,
replacing them with artificial intelligence, in one of the
most high-profile instances yet of a company getting
rid of human workers in favor of Al. In several waves
of layoffs last year, including during the summer and
in December, Duolingo cut contractors who had been
writing lessons and coming up with potential ways to
translate phrases from one language to another,

We also have an overweight in Japanese shares. Ontop
of its economy, for the first time in history, the govern-
ment and the stock exchange are taking initiatives that
are extremely shareholder friendly.

Internationally, China is again facing questions about
whether it is investable. We continue to wait before
increasing our China allocation.

Fixed income

We recently extended duration and quality in our port-
folios.

We continue to have exposure to investment grade
credit, European high vield, hybrids, financials’ subor-
dinated debt, US municipal infrastructure and Asian
hard currency debt.
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Implications for portfolios

With declining inflation, increasing real wages, strong
employment and central banks cutting rates, growth
could surprise on the upside. This would result in a
benign environment for risk assets. Fixed income and
equities should outperform cash.

With investment grade yields in intermediate bonds,
(4.7 years average maturity), in USD, of 5.05%, versus
2.4% 10vyears ago, and an average rating of A- - BBB+,
this sits versus a Federal Reserve rate of 5.25%.
EURO equivalents. (3.9 years average maturity), are
at 3.8%, versus 1.85% 10 years ago, and just 1.15% 5
years ago, (and 0.4% pre-pandemic), versus the ECB
rate at 4%. A balanced portfolio has not been this
symmetric and attractive since 2011 for EURO and
2009 in USD.

We thus think that 2024 should again be a positive
year for a diversified balanced portfolio, although it
is unlikely that it will match 2023, as probably some
performance of 2024 has been front-loaded or stee-
led last year already. Gold should continue to play its
role as a diversifier.

Threats

Amongst the usual threats we can think of, more uns-
table world geopolitics, and the unexpected ‘black
swan event’, one thing is certain, 2024 will be the
year of elections, which could determine policies for
the next several years. More than 40% of the world’s
population, representing close to 50% of the wor-
Id’s GDP, will hold elections this year. While most of
the world is already fixated with the US elections in
November, India will go to the polls in April, the Euro-
pean Union and Mexico in June, the UK sometime in
October/November and Egypt in December.
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Positioning

Overall Exposure

With the drift we are now Neutral Equities, and
Neutral Fixed Income, with a Gold position, partially
USD and JPY hedged.

Equity: Neutral

We have avery sizeable Overweight to the Eurozone
and a very sizeable Underweight in US equities, Neu-
tral US technology, Overweight Nasdag 100 equal
weight, Neutral UK, Overweight Japan, Overweight
Asiaex Japan.

Thematic Equities

European Family Holdings, Asian Technology, Health
Improving Technologies and Services, European
Champions.

Fixed Income: Neutral

Long 1to 3years US Treasury Notes. Long 20+ years
US Treasuries.

Thematic Fixed Income

Overweight High Yield in EUR and Underweight in
USD. Overweight Investment Grade EUR and USD
Bonds, Underweight Sovereigns. Long US Municipal
Infrastructure Bonds, Long Hybrids, Long Subordi-
nated Financial Credit & Long Asian Bonds in hard
currency.

Currencies: Portfolios have a 5% USD exposure.

Commodities: Overweight

Long Gold.

Conviction thermometer

Equities
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Market overview as of 31t December 2024

Equities (local ccies)

MSCIWORLD

US S&P500

NASDAQ 100

RUSSELL 2000

EUROPE EURO STOXX 50
GERMANY DAX

FRANCE CAC40
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EUROPE: Sectors
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HEALTH CARE
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773324
236639
1023,74
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2,06%
18,08%
57,84%
12,55%
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Market overview as of 31t December 2024

Fixed Income

Pan-Euro 3-5yrs IG

Euro Aggregate

Pan-Euro HY Hedged Eur
Global Inflation hedged EUR
US Corp High Yield

EM USD Aggregate TR

EM Aggregate TR Local Ccy
EUR Banks CoCo Tier 1

EU GOVT HEDGED EUR

Global Aggregate

Commodities

GOLD
COPPER
OILWTI
OILBRENT

Currencies

EURUSD
GBPUSD
USDJPY
USDCHF
AUDUSD
EURCHF
USDCNY
USDKRW
USDINR
USDIDR
USDBRL
USDTRY
BITCOIN

Level
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146,33
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2554,99
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This document has been prepared by Sunline Wealth Management. It is not intended for distribution, publication, or use in any jurisdiction where such
distribution, publication, or use would be unlawful, nor is it aimed at any person or entity to whom it would be unlawful to address such a document.

This document is provided for information purposes only and does not constitute an offer or a recommendation to purchase or sell any security. It contains
the opinions of Sunline Wealth Management, as at the date of issue. These opinions do not take into account individual investor circumstances, ob-
jectives, or needs. No representation is made that any investment or strategy is suitable or appropriate to individual circumstances or that any
investment or strategy constitutes a personal recommendation to any investor. Each investor must make his/her own independent decisions regarding
any securities or financial instruments mentioned herein. Before entering into any transaction, an investor should consider carefully the suitability of
a transaction to his/her particular circumstances and, where necessary, obtain independent professional advice in respect of risks, as well as any legal,
regulatory, credit, tax, and accounting consequences.

The information and analysis contained herein are based on sources believed to be reliable. However, Sunline Wealth Management does not guarantee
the timeliness, accuracy, or completeness of the information contained in this document, nor does it accept any liability for any loss or damage
resulting from its use. All information and opinions as well as the prices indicated may change without notice. This document may contain articles from
other financial sources. These sources are always mentioned when included.

Past performance is no guarantee of current or future returns, and the investor may receive back less than he invested. The value of any investment in a
currency other than the base currency of a portfolio is subject to foreign exchange rate risk. These rates may fluctuate and adversely affect the value of
the investment when it is realized and converted back into the investor’s base currency. The liquidity of an investment is subject to supply and demand.
Some products may not have a well-established secondary market or in extreme market conditions may be difficult to value, resulting in price volatility and
making it difficult to obtain a price to dispose of the asset.

This document has been issued in Singapore by Sunline Wealth Management Neither this document nor any copy thereof may be sent, taken into, or
distributed in the United States or given to any US person.
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