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US employment back to pre-covid levels

Energy sector carrying the S& P 500 earnings growth, while Fed rate hike expectations rise again. Each week, the Syz investment team takes you
through the last seven days in seven charts.
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Chart #1 - Equity market rebound fueled by
expanding valuation multiples

The S& P 500 and the Nasdaq rose again this week despite a slight decline on Friday following the release of employment figures (see chart #5).
Since its June 16 low, the S& P 500 has gained nearly 14%. Note that this summer rally is entirely due to an expansion of the P/E (blue line) since
earnings expectations (orange line) have been revised downward (slightly). After having anticipated a clear deterioration of the macroeconomic
situation during the first half of the year, with a sharp drop in the P/E multiple while earnings expectations were revised upwards, the market now
seems to be expecting an improved outlook in the near future.
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Chart #2 - Companiesthat
report disappointing
quarterly resultsaren’t
being punished by the
mar ket

The quarterly earnings season is aready
well underway as 87% of S&P 500
companies have aready reported their
results. According to Factset's statistics,
75% of companies beat market expectations
for earnings per share, while 70% of
companies reported revenues above
expectations.

For the second quarter of 2022, the aggregate earnings growth rate for the S& P 500 Index was 6.7%. This is the lowest earnings growth rate
recorded by the index since the fourth quarter of 2020 (4.0%).

An important point noted by Factset: the market is NOT punishing companies for reporting earnings below expectations. This is very different
from the market's behavior during the Q1 earnings call, when disappointing earnings were heavily punished by the market. As shown in the chart
below for Q2 releases, companies that surpassed expectations saw their share price rise by an average of 2.1% (over a period that includes the two
days before the release and the two days after). This figure is much higher than the 5-year average. Companies that announced earnings below
expectations experienced no price change (0.0%) on average, a performance well above the 5-year average.
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Chart #3 - Company results
arevery different when the
energy sector isexcluded

U.S. earnings growth was one of the few
bright spots in the first half of the year, as
market expectations were gradually revised
upward for many months. But as the chart
from Société Généradle shows, growth
expectations have a very different pattern if
we exclude the energy sector. While the
market expects earnings per share growth
of close to 9% in 2022 (red line),
expectations outside the energy sector
(white line) have been revised sharply
downwards and are now close to zero.
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The 12-month price to expected earnings
ratio of the S&P 500 Index is 17.5. This
multiple is below the 5-year average of
18.6 but above the 10-year average of 17.0.
It is aso higher than the ratio of 15.8
observed at the end of the second quarter.
Since June 30, the S& P 500 Index has risen
9.7%, while 12-month earnings per share
expectations have falen 1.0%. The
situation at the global level issimilar: asthe
chart below shows, the long-term P/E of the
MSCI World Index remains well above the
20-year average.

Unemployment is low and wage gains are
decent, despite an economy on the verge of
recession and record inflation. The numbers
released Friday are indeed surprising. The
U.S. economy added 528,000 jobs in July,
more than double the estimates, while the
U.S. unemployment rate fell to a pre-
pandemic low of 3.5%. Average hourly
earnings rose 0.5% year-over-year, which
also beats expectations.

In away, the U.S. economy has pulled off
its biggest employment turnaround in

history. As aresult of the Covid-19 crisis, 22 million U.S. jobs had been lost in March and April 2020. Since then, 22 million jobs were recreated,

and the total number of employees reached anew highin July.
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Chart #6 - Expectationsfor
Fed rate hikesareon therise
again

Following the relesse of the U.S
employment numbers, 2-year bond yields
rose sharply and the market revised the rate
hike expectations upward for this year (red
line). Interestingly, the number of rate cuts
expected for 2023 (green line) were also
revised upwards.

Chart #7 - Volatility tendsto
increase during the summer

Asinvestors sentiment starts to improve, it
would be good to remember that summer
time does not always rhyme with calm for
equity markets. Quite the contrary. In fact,
an analysis of the behavior over the past 20
years of the VIX index (a measurement tool
used to track the volatility of the S& P 500
index) shows that equity volatility tends to
increase during the late summer and early
fal. Among the explanations: this is the
period when corporate executives and governments usually backtrack on their promises and goals from the beginning of the year (realizing that
they cannot be met). It is also atime of the year when liquidity in the market tends to become thin as many stock market operators go on vacation.
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Disclaimer

Il presente documento di marketing € stato
redatto dal Gruppo Syz (di seguito denominato
«Syz»). Esso non & destinato ala distribuzione o
al'utilizzo da parte di persone fisiche o
giuridiche cittadini o residenti in uno Stato, un
Paese o una giurisdizione le cui leggi applicabili
ne vietino la distribuzione, la pubblicazione,
I"'emissione o I’ utilizzo. Spetta unicamente agli
utenti verificare che siano legalmente autorizzati
a consultare le informazioni nel presente. |l
presente materiale ha esclusivamente findita
informative e non deve essere interpretato come
un’offerta o un invito per |'acquisto o la vendita
di uno strumento finanziario, o come un documento contrattuale. Le informazioni fornite nel presente non sono intese costituire una consulenza legale, fiscale o
contabile e potrebbero non essere adeguate per tutti gli investitori. Le valutazioni di mercato, le durate e i calcoli contenuti nel presente rappresentano unicamente
stime e sono soggetti a variazione senza preavviso. Si ritiene che le informazioni fornite siano attendibili; tuttavia, il Gruppo Syz non ne garantisce la completezza o
I’ esattezza. | rendimenti passati non sono indicativi di risultati futuri.
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