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China: High-Frequency Data Indicate Sluggish Economic Recovery

High-frequency data suggest sluggish economic recovery in June so far...

¢ Primary home sales showed very limited improvement post policy easing. According to weekly sales data and commentaries from industry experts, the positive impact from “517”
housing policies only lasted for roughly 2 weeks and the positive impact is more notable on secondary market than primary market. During 1-20 June, accumulated GFA sold is
-29%/+9% YoY for the primary/secondary market for the top 30 cities, according to data from Wind.

* 618 consumption performance a slight disappointment. According to data from Syntun £ E{4%#%, industry GMV during 618 was -7% YoY (vs. +15% in 2023). Although the poor
headline sales performance may be partially attributable to cancellation of the pre-sales period this year, the YoY decline still implies sluggish consumer sentiment in general. Another
data source Analysys suggested better headline GMV growth of 13.6% YoY, but then the report also suggested that the growth came with steep price discounts and high product return
rates.

¢ Finished goods inventory still much higher than normal and orderbook trend remains soft. According to the proprietary monthly survey conducted by Goldman Sachs, inventory
of finished goods made from key basic materials remained above normal in the June survey with 20-25% of manufacturing producers seeing excess stock. From the same survey, the
orderbook trend also softened, with 29% of respondents expecting a MoM improvement in June (vs. 38% in May), and 57% of respondents expecting a MoM decline in June (vs. 38%
in May).

» Steel demand and daily coal consumption lower than same period last year. According to data from Mysteel, apparent steel (rebar) demand is down >20% YoY in 3 week of
June, extending the sluggish performance over the past few months. The decline in iron ore and steel prices also signaled weak demand. Daily coal consumption at electricity plants in
25 provinces was -6.1% YoY during the 3™ week of June (vs. -8.3% YoY in 2" week), which implies soft electricity demand.

* Run rates at refineries and asphalt plants still slipping. According data from ICIS, the average utilization rates of refineries slipped further in recent weeks. The reading is the

lowest since China reopened after Covid lockdown. Separately, average run rate at asphalt plants fell to 22.2% in the week ended 19 June, the lowest reading in recent years.
Although hot weather might have contributed negatively, those readings remain just moderate at best.

For professional investors use only. Not for Inspection by, distribution or quotation to, the general public.
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China: Policy Sweeteners Likely Coming... But Don’t Expect Bazookas

... Prompting us to shift our near-term focus to the Third Plenary Session =# %% and mid-year Politburo Meeting in search for policy “sweeteners” — NO “bazookas” though

*  The current run-rate of high frequency economic data suggest 2Q24 GDP growth (consensus: 5.3% YoY; 1Q24: 5.3% YoY) may slow down sequentially and present mild downside
risks to the government’s full-year target of ¢.5% growth.

* At Summer Davos Forum (25-27 June), Premier Li said China is confident in achieving ¢.5% GDP growth. And in May, President Xi recently met with private enterprises and stressed
the country’s supportive stance.

* In our view, the tone of top political leaders suggests some policy “sweeteners” will likely be announced around the Third Plenary Session (15 — 18 July) or mid-year Politburo Meeting
(around end-July):

o  50bps RRR cut (2" in the year after 50bps cut in Jan 2024)
o  Supportive policies for sectors related to “new quality productive forces” 37 J5i 4 7= /3
o  Some follow-up measures regarding unsold housing inventory
o  Subtle mention of “Chinese-style” quantitative easing (QE) by quasi-official media
o  Potential details about reforms on consumption tax, rural land, fiscal, etc
«  We also believe China will ultimately resort to “Chinese-style” QE — although officially it will continue to be called OMO (Open Market Operations), which is technically QE in fact
o  But decision makers are patiently waiting for a more dovish Fed before implementation for fear of massive yuan depreciation and capital outflow

o  The implementation will likely be more gradual than US/Japan and less “directional” (i.e. more flexible maneuver at the expense of policy visibility)

For professional investors use only. Not for Inspection by, distribution or quotation to, the general public.
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High-Frequency Data - Housing Market

New home sales volume (GFA) in 30 major cities
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Source: Wind, CICC. Note: 30-day moving average is used.

Secondary market home sales volume (GFA) in 15 cities
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Source: Wind, CICC. Note: 30-day moving average is used.

Home sales area YoY growth in: (1) April; (2) since policy easing
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Hangzhou: 9 May — 22 Jun
Beijing: 29 Apr — 22 Jun
Chengdu: 28 Apr — 22 Jun
Shanghai: 28 May — 22 Jun

Chengdu Shanghai
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Land transaction volume (GFA)
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New home sales volume (units) in 50 cities
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High-Frequency Data - 618 Online Shopping Event

“618” Shopping Event Performance — Data from

Analysys
GMV growth from May 20 to GMV growth from May 20 to Source #1:
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Source: Analysys, Goldman Sachs.

“618” Shopping Event Performance — Data from

YOY e GMV of Comprehensive E-commerce Platforms during *618" Shopping Spree
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Source: Syntun, CEIC, Morgan Stanley.
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“618” Shopping Event Performance — Data from

Traditional B2C + livestreaming
eCommerce
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High-Frequency Data - Upstream/Mid-Stream Industries

Net inventory levels and changes

Inventory level versus normal, and direction of changes at the time of survex
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Orderbook survey by segment
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Apparent steel demand
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High-Frequency Data - Additional Trackers also Suggest Limited Improvement

Stronger

Sources & Tickers|  Measure S-Apr 12-Apr 19-Apr 26-Apr 3-May 10-May 17-May 24-May 31-May 7-Jun  14-Jun
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July: About Time to Play the Mind Game... Again

Recap of previous month:
For June, Hang Seng Index (HSI) entered consolidation and fell ¢.1% for the month. Investor sentiment turned more cautious during the month as high-frequency data suggest

sluggish economic recovery and US/EU ramped up political/trade pressure on China.

Our view for the coming month:

“To Hold Without Lifting; Stability First” $EM A~%¢, F2F 2 5E has been the key strategy and motto adopted by the Chinese top decision-makers over the past few years. This
means stimulus or policy easing will only kick in when instability appears in the economy or financial markets. With SHCOMP back to below the psychologically important level
(3,000 points), HSI hovering marginally below 18,000 points, insignificant post-517 housing market improvement and potential 2Q24 GDP marginal slowdown, we are once
again close to the struggling situation seen in early 2024 — and that was the moment when the government stepped up support (RRR cut, financial market reform talks,

replacement of CSRC heads, housing market policy rollouts, etc).

We therefore believe top decision makers will likely announce some positives in coming month (or two) to cushion downside in the financial markets. We expect HSI to remain
weak in the first half of July before staging a potential rebound in the back half amid more policy speculation ahead of the Third Plenary Meeting (15-18 July) and mid-year

Politburo Meeting (around end-July). Overall, in July, we expect HSI to trade around 18,000 points with potential overshoot to c.17,500 before policy speculation kicks in.

Other key events to watch for in July: (1) likely profit warnings from some China property developers; (2) any dividend tax reduction announcement around important

meetings?; (3) ex-dividends from major Chinese banks may drag headline HSI performance

For professional investors use only. Not for Inspection by, distribution or quotation to, the general public.
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Recap of Past Third Plenary Meetings

.

The Third Plenary Meeting will likely reiterate the key priorities set in the
2017 Party Congress as Xi remains the President

Key focuses: Productivity improvement, rural-land reform, fiscal reform,
support to housing sector and private enterprises

List of 3" Plenary Meeting of CPC Party Congress

List of meetings on reforms after the 20t" Party Congress

Commission

Date

Main outcome

Party Congress Date

Main outcome

11th

12th

13th

14th
15th
16th

17th

18th

19th

Dec 18-22, 1978

Oct 20, 1984

Sep 26-30, 1988

Nov 11-14, 1993
Oct 12-14, 1998
Oct 11-14, 2003

Oct 9-12, 2008

Nov 9-12, 2013

Feb 26-28, 2018

Shift the focus of Party work to socialist modernization and
economic work. A directional change.

Reform from rural to urban areas, break-through in key
concepts like commodity economy and law of value

Price and wage reform; strengthen and improve the
ideological and political work in enterprises

Lay out the framework of socialist market economy system.

New socialist rural area developments

Improve socialist market economy system concept,
scientific development. Shareholding is a main form of
public ownership, establish modern property rights system.
Non-SOE entities can enter any field unless prohibited.

Rural area reform, especially transferability of rural land
contrracting and management rights

Comprehensive elaboration on main reform areas, market
should play a decisive role in resource allocation

Institution reforms for the Party and the government

Central Comprehensively
Deepening Reforms
Commission

Jun 11, 2024

Feb 19, 2024

Nov 7, 2023

Jul 11, 2023

Apr 21,2023

Improve China's modem enterprise system: Food security; Promote
innovations via opening-up

Land management system; Green transformation of the Chinese
economy; Promote innovations

Promote the construction of a beautiful China; Improve state-owned
capital operation budget system; Improve the regulatory mechanism
for natural monopolies; Experts participation in public decision-
making process; Zoning control of the ecological environment
Higher-level opening-up to promote new development model;
Deepening rural reform; Gradual shift from dual control of energy
consumption to dual control of carbon emissioins; Compensation
system reform for universities and research institutes; Oil and natural
gas market reforms; Power system reform

Deepening reforms as the fundamental driving force for promoting
Chinese-style modemization; Strengthen the leading role of
enterprises in scientific and technological innovations; Improve the
management of SOEs; Promote the development of private economy

Central Financial &
Economic Affairs
Commission

Feb 23, 2024

Jul 20, 2023
May 5, 2023

Large-scale equipment renewal and consumer goods replacement;
Reduce the logistsics cost of the economy; Maintain the share of the
manufacturing sector in the economy relatively stable

Protect farmerland; Transformation and utilization of saline-alkali land

Accelerate the construction of modern industrial system; Support
China's modernization with high-quality population development

Central Financial

Commission

Mar 13, 2024

Nov 20, 2023

Study Xi's speech at Two Sessions, implement government work
report; Prevent financial risk, strenghten financial regulation, promote
high-quality development

Study Xi's speech at the Central Financial Work Conference. Five
key areas including innovations, green, inclusive, pension and digital
finance; Strengthen financial regulation and prevent financial risks;
Overarching Party leadership on financial work

Source: Party documents.

For professional investors use only. Not for Inspection by, distribution or quotation to, the general public.

Source: Party documents.

11



\6\@@%@%@1@&4@@

INNOVEST ASSET MANAGEMENT LIMITED

Summary of

Upcoming Major Events

US - Job data
» Nonfarm payrolls are expected to drop to ¢.190k (vs. 272k in April)

(31 July in US)

5 July *  Will unemployment rate continue to rise above 4%? Consensus estimates (from 7 economists) range from 3.9 to 4.0% for June, therefore a
print >4.0% definitely implies a weak job market
1 Jul US - CPI
y »  Will the downtick in core CPI continue?
23 Jul US - Existing Home Sales
y Will it stay weak amid elevated mortgage rate?
1 August US - FOMC Meeting

Market pricing points to no cuts; watch for any indications from Powerll of taking the first cut in the next meeting (i.e. September)

30 June - 3 July

CH-PMI
Will the divergence between official/Caixin PMI continue? Any further deterioration in the official PMI?

12 July

CH - Export Data
Can the strength sustain into June?

22 July

CH - Loan Prime Rate (LPR)
Despite low probability, any unexpected reduction?

For professional investors use only. Not for Inspection by, distribution or quotation to, the general public.
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US Market Views: Slower QT ahead of US Election an Intentional Pivot Fed balance sheet to shrink: a year-long progress

Trillions of dollars Fed Balance Sheet Size Trillions of dollars
2017-2019 Taper Cycle implies bumpier road ahead amid valuation de-rating despite positive
earnings growth; Fed’s announcement on 1 May to slow QT starting on 1 June is likely an Rtk g o -8
intentional pivot due to election factor, which will potentially keep valuation elevated for longer, period

in our view | | I
» Fed entered phase 1 (Jun-Aug 2022) of this round of tapering cycle by shrinking its balance sheet ° / ]
by a cap of $47.5bn per month and we are now in phase 2 (since Sep 2022), with the amount $6.3tn in

5 - -5
increased to $95bn per month; but then in the May FOMC, the Fed announced to slow QT size to 2nzsaz

$60bn per month starting on 1 June 2024 4 Actual Size, Forecast Based on GS Runoff Estimates -4
= Equilibrium Size, GS Estimate

* Inthe 2017-2019 Taper Cycle, S&P 500’s 12-month forward P/E de-rated from c.18x to c.14x at
one point and recovered to the pre-taper level only after Fed’s sharp policy U-Turn in late 2019

3 T T T : T T r - :
Jan-22 Jul-22 Jan-23 Jul-23 Jan-24 Jul-24 Jan-25 Jul-25 Jan-26 Jul-26

. - . . . S&P 500 earnings yield gap below LT average
+ The slower QT, coupled with resilient near-term earnings, will potentially keep the overall market

valuation elevated for longer — likely to facilitate re-election of Joe Biden, in our view % S&P 500 FY2 earnings yield 12
US 10-year TIPS yield
. . . . . Gap (RHS)
+ While valuation may stay at an elevated level for longer (potentially till November election) due to h  — — Average gap since 1990 (RHS)

Fed’s intentional pivot, we continue to believe S&P 500 Index’s 2024E P/E of 22x (above LT ave. of
15.7x) is not compelling enough to us amid: (1) slowing but still elevated inflation; (2) geopolitical
tensions between global super-powers; (3) US economic growth slowdown

» Strategy: Stay relatively defensive and nimble; shift some allocation to liquid Gold ETF (e.g. GLD
US) or physical gold trust (e.g. PHYS US); cautious on unprofitable Tech with high valuation; prefer
IG vs HY in USD markets; gradually increase overall investment portfolio duration to capture
peaking market interest rates

90 95 00 05 10 15 20

Major changes vs previous views are highlighted in RED

Source: Basis Asset Management, Bloomberg, Goldman Sachs

. . o . . 28
For professional investors use only. Not for Inspection by, distribution or quotation to, the general public.
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China Market Views: Taming Big Gray Rhinos Takes Time

* LGFV debt and property sector are regarded as two big gray rhinos given their importance to the economy, asset markets and banking
system

* Top-level decision makers have taken a piecemeal approach thus far (Rmb1trn local debt swap program, city-level housing policy
easing, etc.), which suggests a gradual pace of deleveraging and longer drag on economic recovery

* Unless policymakers turn to a “bazooka-style” approach (which we see unlikely at present given the scale of the problems and
challenging geopolitical/leconomic conditions), we see no quick fix to the problems and the deleveraging processes could take another
few years

» We expect the overall government policy direction to remain “To Hold Without Lifting; Stability First” £ R34, a5 %, which means
stimulus or policy easing will only kick in when instability appears in the economy or financial markets

* We thus expect China/HK equity market major direction to remain range-bound with downside cushioned by cautious government
support but upside capped by continued deleveraging efforts, unless we see turns in policy direction and/or improvement in
geopolitical/leconomic conditions

For professional investors use only. Not for Inspection by, distribution or quotation to, the general public.
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Putting US/China Economic Cycle Into Perspective

* US Economic Cycle is in the late “stagflation” phase (i.e. slowing growth and
falling inflation) and China in the late “reflation” phase (but can be swung by
policies), in our view

e Our base case is a mild US recession to take place around 2Q24; US corporate
earnings momentum will weaken further in coming months as impact from the
rapid interest rate hikes to ripple through the economy; expect US HY default risks

torise

¢ Our Recommendations:

— Equity: Stay very cautious on loss-making companies with poor
cashflow/balance sheet as global interest rate remains elevated

— Credit: Overweight IG vs. HY in the USD markets (IG ETF: LQD US); for
investors with heavy US equity market exposure, increase US IG credit
exposure by cutting equities

— Asset Allocation: Reiterating our prudent stance; suggest maintaining some
gold allocation on a 3-6 months horizon to hedge US recession risks in around
2Q24

Major changes versus previous views are highlighted in RED

For professional investors use only. Not for Inspection by, distribution or quotation to, the general public.

BofAML Investment Clock Framework

4

"Overheat"

"Recovery"

Stocks Commodities
Cyclical Cyclical 4
Growth Value

Weakens

Bonds Cash )
Defensive Defensive 7
Growth Value

srowth l"\kg

"Stagflation"

US has moved further to the very-late
stage in “stagflation”, in our view

"Reflation"

Source: BofAML, Basis A

China is likely at this point; however it
can be heavily swung by China
policies
30
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Major Events for 2024

—RARMExER
XEERRFHBERSE A .
AELREBEAMERIE LNEXLE Key things to monitor:
XiEx FRKANEFBENTM
EF20235 ME & KA EENR, BEAREHEETLE * Housing and economic policies during the Third

KEBM THRENBERSE

Plenary Meeting in China
Bl EEVBBRER, BRRRYVBBRIE

KA LREF M .. .
St e S * Timing of first rate cut by Fed and ECB
KEMGAEEFL EMEXEE

RE@FHRER * US Presidential Election

XA T E2RRMEFRNTE
ElR—FERHBRER, BEAREDBRIME

R — Market widely expecting Trump to return
KERFBEER \
LN — Poll suggests Trump will win

KEN T 2FRMEFRNTE
Bl —F B HRHBRMR, PEAREDBRIE
XA T 2RRMEF RN TG
XEXEBREL
KEN T 2RAMEF RN TG
EM=FEKTERER, PHRREDBEIE
KEHLWE
AN T 2RADEFRNTE
RELZFBEER
EI20245 237 3, HJ20255 257 T

— Trump victory will likely introduce higher policy
uncertainties

For professional investors use only. Not for Inspection by, distribution or quotation to, the general public.
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2024 Election events that could most impact APAC trading and market structure

T ) P T e e B T R = Election Calendar for 2024

15th-17th 6th-gth 16" &25th 1" &9th By Jan 28,
Taiwan Paldstnn Russia S. Korea Apnl/May EU USA USA USA Election 2025
(Presidency,  (National (Presidency)  (National  India (Parliament) il (Presidency UK
Legislative Assembly) Assembly)  (House of Debates Debates Senate and {House of
Yuan) 31st The People) House of Rep.) Commons)
14: Ukraine
Indonesia  (Presidency .
(residncy,  ~mayres Number of Countries
Reg Rep. occur due
Council, to martial

e 40 (21% of Global)

Countries with an election in 2024, by democracy score

US, November 5th Domestic Britain A win for Labour could
Authoritarian Hybrid Democracies Elections not fully politics are likely to remain painfully see the Conservatives unravel, but
regimes regimes Flawed  Full free and fair polarised, but who wins matters will also expose Labour’s schisms.
e o ‘ | o @ @ @) greatly for foreign policy.
1 2 3 4 5 6 7 8+
.
Population
South Africa The ANC may fall short
Mexico, July Morena’s re-election of a majority, which would be a political ' 0
as ruling party is almost assured, earthquake weakening president = [ - United States 3 2b 4 1 / f Gl b l
and Meiigo wyill have awoman Cyril Ramaphosa. < i ° n 0 0 0 a

president for the first time.

Germany*
83m .

GDP
$44.2bn (42% of Global)

1.4bn population

Pakistan, February The increasingly

unpopular Pakistan Muslim League

(Nawaz) will probably retain power India, April-May In elections to

with the help of the military. determine who rules over 1.4bn people,
Narendra Modi's BJP is seeking a third
consecutive term.

*European Parliament elections
Municipal elections

Source: The Economist, JP Morgan
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Weaker Global Growth and Tighter Financial Conditions in Most Major Economies

Economics

Interest rates

Markets
E2024 E2025 FX
425 410 EURS
225 2.00 GBP/$
125 1.80  $IJPY
3.75 3.75  $/CNY
Credit
3m 12m
(bp)
87 82
270 400 USD
30 32
10500 13,000 EUR
2,600 2700
2024: 2025
238 22
" == & *

= Current Activity Indicator (mo, ann.)

Historical GDP (yoy)
Q12024 GDP (yoy)

=== GS Q2 2024 GDP Estimate (yoy)

2024 2025
GDP growth (%) 10Yr (%) Last
Gs Cons. GS Cons. GS Cons.
(Q4/Q4) (Q4/Q4) (CY) (CY) (CY) (cv)
Global 28 - 27 26 27 26 us 443
us 24 16 28 24 22 18 Germany 249
China 47 4.7 5.0 49 4.2 45 Japan 1.00
Euroarea 14 12 08 07 1.4 14 UK 417
2024 2025 Commodities Last
Policy rates (%)
GS Mkt. GS Mkt.  Crude Oil, Brent ($/bbl) 82
us 488 491 3.88 436  Nat Gas, NYMEX ($/mmBtu) 284
Euroarea 3.25 3.26 225 283 NatGas, TTF (EURMWh) 34.64
China 1.70 1.85 1.70 —  Copper ($/mt) 10,295
Japan 0.13 0.36 0.63 0.52  Gold ($/troy oz) 2,408
% Chg. Global % Chg. us
30 30
20 20
1 [\ 220$4: 220275: i
5 X A
WA ~A - — A
A y "\'/\I S * * 0 <= V \
-10 -10
Current Activity Indicator (mo, ann.)
-20 Historical GDP (yoy) -20
Q12024 GDP (yoy)
30 === GS Q2 2024 GDP Estimate (yoy) 30
19 20 21 22 23 24 25 26 19 20 21 22

Source: Basis Asset Management, Bloomberg, Goldman Sachs. Data as of 24 May 2024.

23 24
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25 26

E2024
Last 3m 12m  S&P 500
Gs Cons.
1.08 1.05 1.08  Price 5,200 -
127 1.24 128 EPS $241 $244
156 155 150  Growth 8% 10%
722 7.30 7.20
2024
Last 1H24 2H24 Consumer
cpl Unemp.
(% yoy) ~ Rate
IG 87 89 20 us 33 3.8
HY 300 297 291 Euro area 24 6.7
IG 121 121 120 China 04 -
HY 328 341 336
% Chg China
30
20
2024:  2025:
10 5.0
A - \I\‘ VoS [\ ‘,“A‘__ % 43
. \ [y _
v Y— v T r
-10
-20 e Current Activity Indicator (mo, ann.)
Historical GDP (yoy)
Q12024 GDP (yoy)
30 === GS Q22024 GDP Estimate (yoy)

20

22 23 24 25 26

E2025

$256
6%

2025

cPI
(%, yoy)
27

21
1.5

% Chg

Unemp.

Rate
3.7

6.7

Equities
Returns (%) 12m YTD E2024 PIE
S&P 500 -2 113 22.2x
MXAPJ 2 75 14.7x
Topix 6 15.7 16.1x
STOXX 600 4 88 14.3x
Wage Tracker
2024 (%)
Q1 Q2 Q3 Q4
43 = - -
Euroarea
2024:  2025:
0.8 14

AW-_‘—Q

== Current Activity Indicator (mo, ann.)
Historical GDP (yoy)
Q12024 GDP (yoy)
=== GS Q22024 GDP Estimate (yoy)
5

21 22 23 24 2 26
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US Equity Valuations to De-rate and Value to Outperform Growth During Fed Rate Hike Cycles

Equity valuations de-rated on average during Fed rate hike cycles
S&P 500 12-month forward P/E ratios (trailing P/E before 1985)

110
105
100
95 4
90 -

85 | 25th/75th Percentile

Average
80 ~—— Average before the '90s
-~ Average since the '90s
75 -
-12 -6m Om 6m 12m 18m 24m
Start of hiking cycle

Source: Basis Asset Management, Bloomberg, Goldman Sachs
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Value has eventually outperformed growth during Fed rate hike cycles
S&P 500 12-month forward P/E ratios (trailing P/E before 1985)

130 25th/75th Percentile
Average

~— Average before the '90s
-~ Average since the '90s

120
110
100
90
-12m -6m Om 6m 12m 18m 24m
Start of hiking cycle
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