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MARKET CONTEXT: Weaker growth aggravated by the Trade War and Brexit. Can the central banks’ monetary policies
and governments’ measures avoid recession?

1. Global Macro: Growth keeps slowing around the world and is getting closer to zero, although, there is less slowing
in the US than Europe and Asia. The largest part of the slowdown comes from the manufacturing sector that is the
most affected by the trade war. The risk of recession is increasing. The on-going trade war and geopolitical
disruptions (Brexit, Hong Kong, Argentina) are making the situation worse. In front of this macro backdrop global
actors are trying to prevent a recession: Central banks are committed to carry on their accommodative monetary
policy (lower rates for longer, debt buying program). Economic blocks around the world are preparing to put in place
stimulus (the US, EU, China) via infrastructure spending and fiscal policies. The economic recovery and recession
scenarios are both possible but close to impossible to time. The GMI portfolio is designed to deliver its multi-asset
carry in both scenarios.

2. Financial Markets: Equity: With no trade war resolution and degrading economic fundamentals, the world equity
markets sold off, -2% in the US and Europe, -5% in the UK, -4% in Australia and -6% in Hong Kong. Fixed Income:
Government bonds kept on rallying (US 10yr -0.18% down to 1.55%, Bund 10 year reached -0.70%) while High Yield
credit spreads tightened 0.16% in developed markets and widened 0.22% in EM dragged by the Argentina credit
deterioration. Following the arrival of the more pro-European coalition in Italy, the entire Italian yield curve dropped
0.70%, with the 10 year at 0.90% and the 2 year is at -0.33% and in negative territory like the rest of its European
peers. Commodity: Gold carries on its ascension (+6.4% to 1530$/ounce) in a “perfect storm” of geopolitical risk,
dropping interest rates and large new investments from all types of investors. Oil dropped 6% for the same reason as
the Equity markets.

3. Risks: Italy’s political risk has diminished, the main on-going risks impacting the market are the Trade war and
Brexit with October 31st as the deadline for a hard Brexit.

4. Opportunities: Gold: as a safe haven as rates are dropping towards negative territory. Gold delivering 0% income
is becoming attractive on a relative basis and plays again (at least at this time) its safe haven role. Equity and Credit:
deliver a larger risk premium than government and high grade bonds, as well as delivering income to the investors. In
the case of the scenario where the trade war and Brexit are progressively resolved, the market could rally further,
underpinned by the central banks’ easy monetary policy.
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