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“Ms. Perception”, Goldman Sachs Asset Management (GSAM) g{%’;‘a“
Global Markets and Economic Outlook for 2024 with Assel
Candice Tse, Managing Director. Msasnagement

In an hour presentation with Q&A period on January 24, 2024 Candice took us through her well laid out Global
Markets & the Economy in 2024 presentation, providing important insights and takeaways; delivered with great
energy and pace.

To kick things off, Candice, in a nod to Leonardo DaVinci’'s Mona Lisa, referenced that dependent on how one
looks at the painting, one may see a different personality trait (enticing; scornful; or ice cold). Similarly
depended on what you focus on, one may arrive at different conclusion as pertains to the market and
economic outlook:

“If you take a very narrow look, you might have an anticipation of things that may lead to recession
or a hard landing. Yet, if you look at the broader picture, we are a little more optimistic than that.”

Perception versus reality
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Equity Market Volatility (SPX)

FREQUENCY
S&P 500 Daily Price A
(days) *1% + 2% + 3% + 4% + 5%
Avg 62 17 7 3 2
Bear Market Avg a7 3 13 7 3
2022 122 46 12 3 1
2023 64 2 0 0 0
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Perception: “.. there are also clients that have had a hard time digesting the market volatility, particularly the
volatility of last year in 2023...”

Reality: “Although it felt like it was very volatile in terms of the market last year ... compared to a normal year, it
was not as volatile as people may have expected.” (see above, 2023 vs 2022, respectively average)

GA “proof” observation: the chart above shows 29 days in average year of +2% or higher daily volatility. 2022
had 62 such days vs only 2 in 2023.

Economy

Perception worse than reality: Hard data is better than Soft data for US CAIl (Current Activity Indicators)

PERCEPTION VS. REALITY
Breakdown of US Current Activity Indicators by Type (Ann. % change)
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“The reality is that the economic data is much better than people may feel. So, reality is different from
perception. Now, that's a source of stability.”

Macro - What is keeping Candice and her GSAM colleagues up at night?

o further deterioration on the public debt front, and
e Geopolitical risk (Ukraine, Middle East)



Housing

98% Percentage of time since 1996 owning a home has been more affordable than it is today = high risk of
kids post college moving back in with mom & dad

Monetary Policy
1. Inflation

Having successfully engineered a soft landing, the upcoming cycle of cuts speaks to “normalization”, as
opposed to either recession or a growth scare

“Once we started coming back to work, once we started traveling, once we started buying things again,
inflation shot up exponentially. So, the Fed had its hands tied. The Fed has no ability to influence supply
because we had a lack of cars, used cars, semiconductor chips.

Candice’s favourite chart — the Job-Workers Gap and Wage Growth which support the path to 2% Core PCE

THE FED'S PLAYBOOK TO TAMING INFLATION

Percent
m Starting Point Current m Required
| | | JE | I
50
Fed Funds GDP Growth  Job-Workers Wage Growth Core PCE
Rate Gap (Millions)

2. Rate Cuts

“Our base case scenario is that the Fed will cut rates five times in 2024, starting in March. And subsequently,
every meeting after that, and then next year in 2025 on a quarterly basis, until they reach a new terminal rate
of anywhere from three and a quarter to three and a half.”



A path to normalization
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Normalizations Growth Scares Recessions
Politics

While politics does impact fiscal policy, long-term market performance is determined by fundamentals, with a
0.02 correlation long term of Party of President and S&P500 returns.

Take Away? Long term market performance in your portfolio will be dictated by fundamentals, market
fundamentals, company fundamentals, as opposed to politics.

“We think a Biden-Trump rematch is probably the most likely outcome”

BIDEN HAS A HIGHER CEILING, TRUMP HAS A HIGHER FLOOR
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But importantly: “Regardless of which party wins, the House or the Senate, it's likely that, as we've seen, not a
lot will get done. The good news with that is the market loves certainty.”



China

“We are laser focused on three things: “demographics; deleveraging; and de-risking (think real estate sector)”

India

Summary: India is the largest democracy in the world, with very attractive demographics a lot of educated
people, and a government that is pro-business.

“The future for India, I think, if all goes right, they do have the ability to perhaps go the China route and have
double-digit levels of growth if they utilize demographics correctly, if they continue to stay very business
friendly.”

Emerging Markets

Summary: Emerging markets could be interesting, but it's very company-specific as opposed to country-
specific.

Cross Asset Allocation
2024 to be year of balance and normalization

¢ You can now balance equity portions of your portfolio with fixed income, with different alternatives for

asset class.
e 2021 was all about equities, 2022 about post—covid impact = thing worked, and 2023 — was all about
Cash. 2024 is the year we see balance and normalization returning

Current macro conditions reflect a broadening opportunity set across asset classes:

Forecast Upside /
Downside to
Bm 12m TP (%)
Equities
S&P 500 4728 4,800 4,900 5,100 79
STOXX Europe 600 478 470 480 500 46
MSCI Asia-Pacific Ex-Japan 523 515 525 550 52
Topix (FY Basis) 2,366 2,500 2,600 2,650 12.0
10Y Rate (%) (bp)
us 39 39 38 40 14
Euro area (Germany) 20 2.1 2.1 20 -2
Japan 0.6 0.7 0.8 049 29
Currencies
€/$ 1.10 1.08 110 112 18
£/$ 1.27 1.28 1.30 1.35 6.3
$r¥ 141 145 142 140 0.7
Commodities
Brent Crude Oil ($/bbl) 75.9 80 85 80 5.4
NYMEX Nat. Gas ($/mmBtu) | 2.56 255 245 325 270
London Gold ($/troy oz) 2,067 2,065 2,125 2,175 52
LME Copper ($/mt) 8,559 8,400 8,850 10,000 16.8




BALANCE IN 2024
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Cash

“We believe that equities are likely to be resilient over the long-term, though volatility may persist near-term.
Still, demand may moderate from historically high levels as other asset classes compete”

GA Observation: we highlighted parts of above chart to show that money can be made across many broad
equity and commodity markets in 2023, as places that Cash could move to.

Equity selection in 2024

“So, as we think about this next cycle, as we think about moving from the peak of expansion coming out of
COVID, we're moving into more of a slowdown phase. So, for us, it's all about balance sheet strength, it's all

about companies that can........ withstand the increasing costs and passing it along to consumers, it's about the
companies that can actually............ take the cash that they have, and they have ample cash and give it back to
consumers”.

WACC - weighted average cost of capital.

Summary: For the US, it's the highest in 10 years. It's reached this level at the fastest pace in 40 years.
Companies’ ability to pass on that higher cost to consumers is very important. So that weighted average cost
of capital number will uncover a lot of vulnerabilities, particularly on the stock side. equity markets will have
differentiation.

This type of environment is different from the past, because of the nuances of the cost of capital weighing on
companies.

Bonds

We expect global rates to level off reflecting the impacts of past rate hikes, though the path of further
adjustment remains data-dependent

“Now we can say definitively this year in 2024, the yield curve will steepen. | couldn't say that last year
because it was still deeply inverted, but now we see light at the end of the tunnel.”

Opportunity in fixed income, including to extend duration — with more favorable return asymmetry than back in
July 2020:



BETTER RETURN ASYMMETRY
10-Year US Treasury Bond lllustrative Total Return (3%)
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Summary: At some point, everyone is going to look to extend duration in their portfolio. why are you extending
duration? Well, you think about extending duration because, one, there's an income benefit to your portfolio,
two the above return asymmetry represents a more favourable backdrop ... and three it provides an offset to
any potential weakness in equities.

Foreign Exchange

Global uncertainty may create pockets of short-term USD strength, given its safe haven currency status, but
high valuations and shrinking interest rate differentials suggest long-term weakness

Commodities
Supply-demand imbalances may patrtially offset recessionary risks and keep commodity prices firm, albeit
with wide tails

“We think Brent as a whole can end the year at about $80 a barrel. And looking at other commodities, base
metals, copper, aluminum, we need more green material. Commodity prices as a complex in total will remain
firm in terms of pricing.”

Alternatives

“From a private assets perspective, there is private equity, there's private credit, private real estate. So,
there are different levers that you can pull depending on which part of your portfolio you're trying to diversify.
We think there's room for all three, but again, it really depends on the investor. It depends on the sophistication
level of the investor. We do think that this is a time where alternatives can play a nice diversifying role within
your portfolio”



Key takeaways

o a Normalized investment environment.

e No Recession in the US

o Despite a Recession risk for Canada pegged at 50/50 according to Bloomberg, we think Recession
here will be avoided as well

e USD as safe haven currency in terms of risk aversion is to remain firm — while already overvalued —
near term, before weakening further out

e 2024 is to be a year of balance and normalization (2023 was the year of “cash”).

e The 60/40 balanced portfolio is back, with opportunities in both fixed income and equities, as well as
ALTs
WACC (Weighted Average Cost of Capital) brings fundamentals back into focus on the equities front

¢ International markets are expected to play some catching up to US equities, the latter proving more
resilient than earlier expected, with the benefit now from a cyclical growth rebound

¢ Politics — despite a lot of noise to be expected, fundamentals will dominate markets, not politics, which
over time have close to zero impact on the market. That said, an environment where little gets
accomplished on the legislative front provides a favorable backdrop for equities.

¢ China — Within China, we are laser focused on three things: “Demographics; deleveraging; and de-
risking (think real estate sector).

Special thanks to Candice’s colleague Ben Becker, from GSAM NY, both for making this webinar possible, as
well as for looking after Candice’s slides deck.

Benjamin Becker, CFA

Vice President, Client Solutions Group | Exchange-Traded Funds

Goldman Sachs Asset Management. 200 West Street, New York NY 10282
Tel: 917.343.9217

Email: ben.becker@gs.com

About The “Global Allocators”

Our goal is to foster meaningful engagement with knowledgeable industry professionals and experienced
investors from around the world

With a combined 50+ years of investment industry experience, co-founders Yves Rebetez and Grahame Lyons
believe like-minded professionals in our industry and curious minds in general will appreciate coming together
here for insightful, energetic, unbiased and engaging discussions and knowledge sharing.

We look forward to fostering meaningful engagement with our audience, as we pursue engagement with
knowledgeable industry professionals and experienced investors from around the world.

Our various “shows” content will be normally distributed via audio and video at:

https://theglobalallocators.com/

LinkedIn
Twitter

Contact: info@theglobalallocators.com

ADVISOR USE ONLY = NOT FOR RETAIL INVESTORS


https://theglobalallocators.com/
https://www.linkedin.com/company/global-allocators/
https://twitter.com/GlobalAllocatrs
mailto:info@theglobalallocators.com

DISCLAIMER

The commentary provided reflects the opinions, viewpoints and analyses of the participants providing such comments.
Nothing said during the event or in this correspondence constitutes investment advice, performance data or any
recommendation that any particular security, portfolio of securities, transaction or investment strategy is suitable for
any specific person. Any mention of a particular security and related performance data is not a recommendation to
buy or sell that security.

Investments involve the risk of loss. Diversification does not eliminate the risk of experiencing investment loss. Past
performance is no guarantee of future results.

The views reflected are subject to change at any time without notice.
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