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Overview

Outlook 2024

U World economy: Europe grows modestly at best, though rising real incomes are positive. Slightly less
growth in the US after a strong 2023. China’s growth is lower than in the past but remains government
supported.

U Structural change and special factors: The rise in interest rates in the past two years is not affecting all
households and companies at the same time, which reducing the risks of a pronounced recession.

U Underlying trends point to slightly lower inflation rates.

U Central banks in Europe and the US to lower interest rates in 2024: Positive for bonds, with liquidity
supportive of equities.
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Consensus estimates: Growth and inflation

Consensus estimates are calculated as
the average forecast of leading
forecasters.

Growth expectations for the US for
2023 were raised significantly over the
course of the year, and in recent
months they have also been raised for
2024.

Despite signs of weakness in the data,
the GDP growth forecasts for the
Eurozone for 2023 have been stable in
recent months, though they have
declined for 2024.

The economic growth forecast for
China in 2024 is at a realistic level,
which at around 4.5% should roughly
reflect the economy’s growth potential.

The latest, lower-than-expected
inflation figures have led to a reduction
in the consensus forecast for inflation.
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Europe: Signs of stabilisation at a low level

Although the euro area economy

contracted slightly in the third quarter,

domestic demand increased, driven by
private consumption and government
spending.

Overall, the economic statistics point to
a subdued economy, particularly in the
industrial sector. There are, however,
no signs of an accelerated downturn,
with survey data (sentiment and
purchasing managers indices)
tentatively pointing to stabilisation.
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Eurozone 4Q- - 1Q- - 2Q- 3Q- Avg.
2022 2023 2023 2023
Pers. consump. -0.8 0.0 0.0 03 -01
Gov.consumpt. 0.5 -0.5 0.2 0.3 0.1
Investments -04 04 -01 0.0 0.0
Domestic dem. -04 0.0 00 02 0.0
Exports -03 -03 -11 -11 -07
Imports 1.1 -16 00 -12 -10
GDP -0 01 01 -01 00
Net exports 1.6 26 -23 -01 0.5
Inventories -04 -22 28 -13 -03

Note: Change in gross domestic product from previous
quarter, in %. Source: Eurostat, national statistics, own
calculations
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USA: Slowing, though no recession for now

After an enormously strong third
guarter, which was associated with a
marked decline in initial claims for
unemployment benefits, economic
growth in the US is likely to slow to a
normal level from the final quarter of
2023 onwards. Recessionary
tendencies remain unlikely for the time
being, with initial jobless claims not
showing the very sharp rise that would
be expected in a recession.

The purchasing managers indices keep
pointing to a subdued economy. The
working population is currently growing
somewhat faster than usual, which
helps moderating wage pressure on
the labour market.
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USA 4Q- 1Q- 2Q- 3Q

2022 2023 2023 2023 AvG.

Pers.consump. 0.3 0.9 0.2 0.9 0.6
Gov.spending 1.3 1.2 08 1.3 1.2
Priv.investm. -1.4 0.8 13 06 03

Domestic dem. 0.2 0.9 0.5 0.9 0.6

Exports -0.9 17 -24 15 0.0
Imports -1.1 03 -20 13 -04
GDP 0.6 0.6 0.5 1.3 07
Net exports 0.1 0.1 0.0 0.0 0.1
Inventories 04 -06 -01 0.3 0.0

Note: Change in gross domestic product from previous
quarter, NOT annualized, in %. Inventories: Contribution
to grow th. Source: Bureau of Economic Analysis
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Recession indicators

The charts show US recession
indicators (comparable models for
Europe are not meaningful).

The "US recessions" model is based
on the yield curve and the key interest
rate (each with a lag of several
quarters) and (with the exception of the
2020 lockdown recession) has
indicated all recessions since the
1960s (often too early, e.g. the 2008
recession by 4 quarters). The model
was in recession mode for the first time
in the current cycle at the end of the
third quarter 2023.

In the past, the yield curve (10-year
yield vs. 3-month yield) inverted before
every recession, resulting in a time
window for a recession from May 2023
to May 2024 in the current cycle.

The leading indicators have long been
in recession mode, but the economy as
a whole is not (see jobless claims).
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Rate hikes and the economy

The table shows episodes of rising key interest rates in the USA. The columns show the change in the fed funds rate and
indicators of the economy (inflation and GDP growth) during and after periods of interest rate hikes. In the past, the last interest
rate step usually took place when the first signs of a slower pace of the economy were already visible:

O On average, it took three quarters (without the first two episodes in 1972 and 1976 it would have been five quarters) after the
last interest rate hike before a recession started. The recessions were generally quite pronounced, except for the one in 2001.

QO Soft landings: After monetary policy normalisation in 1983 and 1994.

Episodes of Fed tightening: Economy

Episode Fed funds rate (%) Core inflation (%) GDP growth (%)*

Min. Recess.

Start (_flrst End (I_ast Start  End Cum. Per Start Start  End Start  End end start
rate hike) rate hike) chg. quart. -12m
+10g (quarters)

Mar-1972 May-1974 35 130 9.5 1.1 5.0 3.7 7.1 4.3 -1.2 -3.2 -2
Dec-1976 Mar-1980 48 115 6.8 05 6.8 5.9 8.9 2.6 -3.4 -5.2 -1
Mar-1983 Aug-1984 85 11.0 25 0.4 7.0 5.6 4.0 2.8 55 2.6 -
Mar-1988 May-1989 6.5 9.8 3.3 0.7 2.8 4.0 4.4 4.6 3.6 -2.8 5
Feb-1994 Feb-1995 3.0 6.0 3.0 0.8 2.8 2.2 2.3 4.8 3.1 1.3 -
Jun-1999 May-2000 4.8 6.5 1.8 05 1.0 14 1.7 3.6 45 -0.3 3
Jun-2004 Jun-2006 1.0 5.3 4.3 0.5 15 2.1 25 0.0 0.8 -6.5 6
Dec-2015 Dec-2018 0.1 2.4 2.3 0.2 14 1.2 2.0 1.2 16 -16.7 5

Average 4.0 8.2 4.2 0.6 35 3.3 4.1 3.0 1.8 -3.8 3
Mar-2022  Current 0.1 5.4 5.3 0.8 2.3 55 - 25 - - -

Note: The last row show s the current episode (first hike in March 2022, w ith 'End’ denoting the latest available data point). Inflation =
core consumption deflator (PCE). *= quarterly grow th, annualized (2-quarter average). 'Minimum end +8q' = low est grow th in period 8
quarters after the last rate hike. 'Recession start (g.)' = how many quarters the recession started after the last rate hike. Source:
Federal Reserve, national statistics, ow n calculations
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Trends, volatility and extremes

The broad market indices Stoxx
Europe 600 and S&P 500 are within
their medium-term trend channels.
Equity market volatility (VIX, VDAX) is
at low, unsuspicious levels.

Noteworthy was the exceptional
performance of many US technology
mega caps and thus the MSCI
Technology Index, whose valuation
difference to the MSCI World is close
to the level ahead of the correction in
late 2021.
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Equity market segments

Growth stocks perform well when
growth is scarce (i.e. when the
economy is weak), but also when
interest rates are falling.
Fundamentally, growth is currently
supported, but the valuation is high.
The outlook for quality growth is easier
to justify in terms of valuation.

In the US, the mega-caps have
probably gone too far compared to the
overall market.
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R & A Group Research & Asset Management AG is an independent investment research and asset management company. The
company has a comprehensive investment research offering with a focus on investment strategies and global stock selection.

Founded in 2001, R & A Group is a joint stock company domiciled in Zurich. The company is licensed by the Swiss Financial
Market Supervisory Authority (FINMA) as a portfolio manager pursuant to the Financial Services Act (FINSA 2018; SR 954.1).

Investment-

Research at Work ™

Disclaimer: We do not make any guaranties for the validity of the information herein even though the information is based on public sources believed to be reliable. We are independent and do
not have business relationships with any company possibly mentioned in this report. Opinions, estimates and projections in this report reflect our judgment at the date of writing and are subject
to change without notice. We have no obligation to update, modify or amend this report or to notify a reader hereof if any matter, opinion, estimate or projection subsequently changes or
becomes inaccurate. This report is provided for information purposes only and does not constitute an offer to buy or sell company stock or related securities or take any other investment
decision. This report must not be made available to US or UK residents or to any other person to whom governing law may prohibit distribution of this report.

Data sources in charts or tables that are not specifically mentioned are either companies or index provider.
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