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Review of 2023 — Outlook for 2024

Focus: In 2023, industrialized country central banks
raised interest rates repeatedly while numerous geopoliti-
cal tensions came to the fore. The conflict in Ukraine will
soon have lasted two years. In addition, tensions in the
Middle East have recently been exacerbated by the war
between Israel and Hamas. So far, an escalation of this
conflict to neighboring Arab countries has, by and large,
been avoided. Geopolitical tensions will likely remain an
important factor in the coming year. However, in the past
the impact of such tensions on markets has often been
short-lived. Economic weakness is evident in two of the
heavyweights in global trade, China and Germany. Not
surprisingly both are key trade partners for Switzerland.
Global trade flows are slack.

Global economy

Falling inflation, but still above the central banks' 2%
target in many countries

Central banks in the US and Europe (including Switzer-
land) have continuously tightened monetary policy to com-
bat inflation and have repeatedly disappointed market
hopes of an imminent end to the cycle of interest rate
hikes. Those interest rate hikes have reduced imbalances
in the goods and labor markets and have helped to lower
price pressures. A favorable base effect, particularly in en-
ergy costs, has contributed to a significant reduction in
broad measures of inflation in recent months. Central
banks are scarred by their experience of the early 1980s,
when they cut rates prematurely and had to reverse
course drastically as inflation spiked again. They will be

cautious when it comes to initiating a series of interest cuts.

We don’t expect these before the second half of 2024.
A resilient US economy

The US economy has been surprisingly robust in the face
of unusually high inflation and the sharp rise in interest
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rates. Annualized growth as high as 5.2% is now esti-
mated for the third quarter. Consumption has been fueled
by savings built up during the pandemic and government
stimulus packages. A shortage of skilled labor and record-
low unemployment supported job security and consumer
sentiment - although higher wages also contributed to in-
flation. Some weakening of demand, also in the labor mar-
ket, suggests the tightening cycle may be at an end. Given
the extent to which interest rates have already risen and
the Fed'’s decision to hold rates steady in December, mar-
kets now view interest rates as having peaked.

The German economy is weak

Germany has slipped into recession. Relatively high infla-
tion, which has sapped purchasing power, higher interest
rates and consequently higher financing costs are having
a major impact on the economy and, above all, the prop-
erty sector. Leading indicators suggest little growth mo-
mentum And Budget constraints indicate little or no scope
for stimulus from the government sector. As Germany is
the largest economy in the single-currency area, weak-
ness there has an impact on the entire Eurozone as well
as on Switzerland. Estimates for Eurozone growth in 2023
are around just 0.5% with only a slight recovery expected
in 2024.

Switzerland

With two of Switzerland's major trading partners, China
and Germany, weak there is a lack of stimulus from for-
eign trade and leading indicators from industry and ser-
vices point to a continuing slowdown. Thanks to favorable
developments in the labor market private consumption re-
mains supportive for the economy. However, sharply ris-
ing health insurance premiums and another round of rent
increases are weighing on purchasing power and, hence,
on the outlook. Despite this, indicators suggest a slight ac-
celeration in growth in Switzerland during 2024.



China is struggling with several problems simultane-
ously

Record-high youth unemployment, the collapse of a
chronically overheated property market, a rapidly ageing
population and the disappointing reopening of the econ-
omy after the pandemic have combined to dash hopes of
a strong economic upturn and have also held back global
growth. Substantial measures of stimulus are expected

from the China’s government and her central bank in 2024.
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Equity and commodity markets

Marked variation in stock market performance

After a very poor 2022, there were already hopes last win-
ter for a bounce in 2023. And indeed, most equity markets
are about to end the year with a positive performance, al-

beit with significant variation by country, region and sector.

Large-cap growth stocks were favored, while defensive,
“value” stocks went out of focus. Stock prices fell in the
third quarter as hopes of a “pivot” in interest rates faded.
Thereafter, favorable inflation data and signs of an end to
the US rate-tightening cycle triggered a rally in the closing
weeks of the year. Few expect a strong economy in the
near term and investors are weighing the implications of
this for earnings growth, the outlook for interest rates and
whether near-term prospects justify current valuations.
We recommend keeping the equity allocation close to the
strategic quota and favor defensive stocks, including the
attractively valued Swiss market.

Commodities in a rollercoaster of economic fluctua-
tions and geopolitical tensions

In the second half of 2022, following Russia’s invasion of
Ukraine, fears of a winter energy crisis were intense and
prices spiked. As these fears dissipated, energy prices,
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especially European gas prices, normalized. Today, war
in the Middle East threatens to destabilize the world’s en-
ergy supply again while OPEC+ (Organization of the Pe-
troleum Exporting Countries plus, in particular, Russia)
wants to expand its influence by inviting new producer
countries such as Brazil.

Despite higher real interest rates, gold was able to cush-
ion price losses in the context of ongoing international ten-
sions. Finally, a price recovery set in during the fourth
quarter, supported by speculation of an end to the rate-
tightening cycle, and this recovery took the precious metal
back to previous highs.

We expect energy prices to remain stable or to rise slightly
in 2024. We expect gold to reach new highs as key inter-
est rates fall.

Performance of equity and commodity markets
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Foreign exchange and interest rate markets

Monetary policy is being eased

With policy rates thought to be at their peak, bonds have
once again become a viable asset class - even if the re-
cent fall in long-term yields undermines the attraction of
long-term issues. The yield on corporate bonds, for exam-
ple, is around 1.3%. The situation is quite different for US
dollar bonds, where yields of over 5% can be achieved.
For Swiss investors, however, we advise against taking
any foreign currency risks with bonds and favor corporate
bonds with medium maturities and government bonds with
longer maturities.
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The attraction of safety

The Swiss franc remains the crisis currency par excel-
lence. This feature is particularly evident in the EUR/CHF
exchange rate. While the franc is sought in connection
with geopolitical uncertainties, the euro is weakening due
to challenging economic conditions in the Eurozone.
Meanwhile, the US dollar has recently depreciated signif-
icantly. The Swiss franc is has risen to the top. We expect
it to stay strong.

Disclaimer: The information and views contained in this document are based on sources that we consider reliable. However, we cannot guarantee the reliability, completeness
or accuracy of these sources. All information is provided "as is" and without any representations or warranties, express or implied. These information and views are provided
for informational purposes only and do not constitute a solicitation, offer or recommendation to buy or sell any investment instruments or to engage in any other transactions.
Interested investors are strongly advised to consult their personal investment advisor before making any decisions based on this document so that personal investment objec-
tives, financial situation, individual needs and risk profile as well as other information can be duly taken into account as part of a comprehensive consultation. We accept no
liability for the up-to-dateness, accuracy and completeness of the information and views provided. To the extent permitted by law, we exclude any liability for direct, indirect or
consequential damages, including loss of profit, arising from the published information.
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The fourth quarter of 2023 was characterized by the conflict between Israel and Hamas. Once again, the geopolitical risks
have increased. This also had a noticeable impact on the performance of the stock markets. They temporarily lost more
than 6% of their value in the course of 10 days. The ongoing war between Ukraine and Russia put further pressure on

the situation.

In general, however, 2023 was a positive year for the stock markets. Falling interest rates had a positive impact on share
prices, but also on bond quotations. The key stock markets recorded double-digit percentage growth (USA S&P 500:
24.2%, Euro Stoxx 50: 19.2%, Nikkei 225: 28.2%). The only exceptions were the SMI and the FTSE 100, both of which

increased by 3.8%.

The Swiss franc once again asserted itself as a crisis currency. The uncertainties worldwide and the challenging condi-

tions have led to a flight into the CHF.

In the current year, the challenge remains to lower inflation to the desired level and to prevent a recession as much as

possible. We are expecting further interest-rate cuts by the central banks in the second half of the year.

We wish you a Healthy and Successful 2024.



