ECB rate hike finally happens

Montag, 07/25/2022

Italian government collapses, while Chinese construction halt causes growing concern. Each week, the Syz investment team takes you through the
last seven daysin seven charts.
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Chart #1 - ECB joins Global rate-hike club

With its first rate hike since 2011, the ECB finally joined the club of
central banks raising rates. The ECB is raising its main refinancing rate by 50 basis points to 0.50% and the deposit rate from -0.5% to zero (more
than it had previously announced). The ECB also unveiled anew crisistool called "Transmission Protection Instrument” (TPI), before limiting the
yield spread between peripheral and core debt.


https://www.syzgroup.com/de

Chart #2 - Bond markets
have made up their minds

Both the Fed and the ECB have surprised
the market with the size of their rate hikes
over the last two months. In both cases, the
reaction of the bond market has been
similar. German Bunds and US Treasury
yields have experienced the same price
movement: a timid rise in bond yields,
followed by a relatively sharp fal. The
message from the bond market seems
relatively clear: more rate hikes this year
should have a more severe impact on
growth and thus lead to lower interest rates
thereefter.

Chart #3 - Very clear signals
of economic slowdown

After a brief rebound, US macroeconomic
data disappointed again last week, with a
deterioration of PMI indices, initial jobless
clams, housing data (homebuilder
sentiment collapsed as existing home sales
fell while housing starts and building
permits for single-family homes plunged),
as well as Philly Fed figures and leading
indicators. The situation is even more
worrying on the European continent, as
activity in the eurozone has suddenly
contracted, pointing to a possible recession.
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Italian Prime Minister Mario Draghi has
failed in his attempt to form a government
and stay in power. When Mario Draghi
announced that Italians had persuaded him
not to resign, for much of Wednesday it
looked as if his national unity government
had a good chance of surviving. He then
cdled for a new pact and a vote of
confidence in the Senate. But hours later,
three codlition parties said they would not
take part in the vote. After ayear and a half
in power, his government, which includes
theright and the left, is collapsing.

Perhaps at the worst possible time, since the economic fundamentals are not good. Indeed, Italy's trade surplus has collapsed despite the weakness
of the euro. It has fallen from 70 billion euros (for the last 12 months) to 10 hillion euros. Since December 2021, monthly imports have exceeded
exports, partly due to rising energy prices and a lack of willingness to become more energy independent through solar and wind power. The
political crisis and widening deficits come at a time when debt is at an all-time high. Italy's public debt stood at €2.8 trillion in May, a debt-to-
GDP ratio of over 150%. Italy is home to amost a quarter of the eurozone's debt and faces the risk of a sovereign debt crisis. Hence the
importance of the TPI for investors.
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Chart #5- The USyield
curve now expectsratesto
fall by 25 basis points as of
Q1 2023.

After last week's poor US macroeconomic
figures, the market is now giving a 100%
probability of a 25bp rate cut by the Fed in
Q1 2023. The prospect of future rate cuts
and rather reassuring earnings releases
allowed the equity markets to record gains
last week.

Chart #6 - Haveinvestors
capitulated?

According to a Bank of America survey of
fund managers, the vast majority of them
are underweight equities and bonds and
overweight cash and dternative
investments. Sentiment is therefore rather
pessimistic, even close to capitulation.
From a contrarian point of view, this is
rather good news.
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Chart Chart #7 -
Construction haltsin China
could impact $700 billion
worth of real estate

The property crisis in China is gathering
speed. A growing number of buyers have
defaulted on their mortgages, adding to the
woes of China's already struggling property
sector.

Property sales plunged for the tenth
consecutive month in June, underlining the
extent to which government relief efforts
arefailing to mitigate the crisis.

Itisinfact amajor shock to cash-strapped property devel opers who have long relied on pre-sales of flats to finance themselves.
The halt in construction in China could affect $700 billion worth of homes, says Kristy Hung, an analyst at Bloomberg Intelligence, in aresearch

note. The percentage of pre-sold homes that have been stalled could rise to 8 percent from the current 4 percent, according to Hung's bearish

scenario analysis.
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Disclaimer

Dieses Werbedokument wurde von der Syz-
Gruppe (hierin als «Syz» bezeichnet) erstellt. Es
ist nicht zur Verteilung an oder Benutzung durch
natirliche oder juristische Personen bestimmt,
die Staatsbirger oder Einwohner eines Staats,
Landes oder Territoriums sind, in dem die
geltenden Gesetze und Bestimmungen dessen
Verteilung, Veroffentlichung, Herausgabe oder
Benutzung verbieten. Die Benutzer dlein sind
fur die Prifung verantwortlich, dass ihnen der
Bezug der hierin enthaltenen Informationen
gesetzlich gestattet ist. Dieses Material ist lediglich zu Informationszwecken bestimmt und darf nicht als ein Angebot oder eine Aufforderung zum Kauf oder
Verkauf eines Finanzinstruments oder as ein Vertragsdokument aufgefasst werden. Die in diesem Dokument enthaltenen Angaben sind nicht dazu bestimmt, as
Beratung zu Rechts-, Steuer- oder Buchhaltungsfragen zu dienen, und sie sind moglicherweise nicht fur alle Anleger geeignet. Die in diesem Dokument enthaltenen
Marktbewertungen, Bedingungen und Berechnungen sind lediglich Schétzungen und kénnen ohne Ankiindigung geéndert werden. Die angegebenen Informationen
werden as zuverléssig betrachtet, jedoch Ubernimmt die Syz-Gruppe keine Garantie fur ihre Vollsténdigkeit oder Richtigkeit. Die Wertentwicklung der
Vergangenheit ist keine Garantie flr zukUnftige Ergebnisse.
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