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‘ "CAN THE CONSUMER KEEP GROWTH FROM FLOUNDERING?"

Good employment figures proffer reassurance about households' ability to spend
This is an illusion, as wages have risen only slightly and layoffs are in sight
The financial situation for households has become precarious, with rising prices and rates
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Consumers will now focus on essential goods and services

CHART OF THE WEEK: "Consumer confidence erodes with the bond market"
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ECONOMIC ANALYSIS

In developed countries, economic growth is mainly driven by household consumption. On average,
household spending accounts for 60% of Gross Domestic Product (see Fig. 2). In the United States, it has
been rising steadily since the Second World War and the advent of the consumer society, reaching 71%
of GDP (see Fig. 3). In the Eurozone, the phenomenon is less pronounced, and the trend is downward, but
the ratio of consumption to GDP still reaches 52%.




Fig. 2 — Weight of private consumption in GDP Fig. 3 — Evolution of consumption over time
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As the consumer is the main driver of economic activity, investors pay particular attention to the level
of household confidence. Household confidence depends mainly on labour income, developments in
savings and financial markets, and credit conditions.

Usually, as long as job creation is strong, investors have little to worry about in the event of a recession.
Yet the labour market is a lagging indicator of the business cycle. It is only when companies have seen
that their order books are empty, that they have stockpiled, and that they have stopped investing in new
machinery, that they lay off some of their staff. By the time employment contracts, it is already too late
to worry: the recession is in place. This time, not only are companies late in reducing their workforces,
but they have over-hired (see Fig. 4).

Fig. 4 — Job creation in the US Fig. 5 — Manufacturing order books
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For several quarters now, order books have been weakening (see Fig. 5), capacity utilisation rate has been
falling, capital expenditures have been declining (see Fig. 6), but companies are still hiring. In the US,
employment growth is peaking at 3.2% per year while output is stagnating at 0.9%. The corollary of this
situation is that productivity has never fallen so much: -2.3% (see Fig. 7). This phenomenon will reduce
margins and force companies to lay off more than usual in order to get back into balance.

Fig. 6 — Capital and labour expenditure Fig. 7 — GDP = Employment + Productivity
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Recent labour market dynamics have seen wages rise by 4.4% in the US. This increase in income could
have been a boon to households, but this was without considering the even more rapid increase in
inflation for goods and services. Unlike in the 1970s, when the previous major inflation shock occurred,
the labour market is not tight enough today for households to hope to negotiate wage increases to offset
rising prices. In the end, consumers have lost 2.4% of their purchasing power (see Fig. 8).

Fig. 8 — Nominal and real wage growth Fig. 9 — US mortgage rates and payments
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Household savings had grown rapidly during the periods of lockdown, when governments provided fiscal
packages. In the US and Europe, 80% of the remaining excess savings are held by the richest households.
It is therefore unlikely to be spent. Instead, it will probably remain invested in the financial markets, at
the risk of evaporating if the latter fall further.

Changes in mortgage rates also have a major impact on the ability of households to spend. As their
interest burden increases, their ability to consume decreases. A US household with a 30-year mortgage
was paying $1,600 per month in 2021. This amount has risen to USD 2,600 in 2023 (see Fig. 9). The
difference will not be saved or spent. Worse still, as real estate prices contract, households will see their
wealth shrink. They will increase their precautionary savings and curb their consumption even more.

To make ends meet, some households have no choice but to take on consumer credit. In a survey
conducted at the end of October 2022, 7 out of 10 Americans said they were worried about their finances
over the next 12 months. Their number one concern (31%) is having to take on more debt to meet
necessities, with 19% having already done so in 2022.

Fig. 10 — Consumer confidence Fig. 11 — Retail sales by value and volume
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Despite the strength of job creation, it is therefore no surprise that consumer confidence is eroding (see
Chart of the Week & Fig. 10). In both the US and Europe, it hit an all-time low in 2022. In recent months,
it has rebounded but remains at a depressed level, consistent with a contraction in private consumption.
The loss of purchasing power, the fall in savings, the rise in interest charges and the future wave of layoffs
are forcing households to be careful. The growth of retail sales, both in value and volume terms, reflects
the situation perfectly. While nominal retail sales have risen by 6.4% over the past 12 months, real retail
sales have stagnated (see Fig. 11), indicating that households have been spending more but consuming
the same. Similarly, in the Eurozone, major purchases are becoming increasingly rare (see Fig. 12). Priority
is given to basic needs: food, health care and debt repayment.




Fig. 12 — Major purchases in the Eurozone Fig. 13 — Consumer staples vs. discretionary
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Conclusion:

Given the state of financial health of households and their loss of confidence, companies selling basic
goods and services, consumer staples and health care, will be more resilient than those selling

discretionary items (see Fig. 13).




RETURN ON FINANCIAL ASSETS

L 202.
Markets Performances ast Momentum 1-Week (%) 023 2022 (%) 2021 (%)

(local currencies) Price |Indicator (RSI) Year-to-Date (%)

World (MSCI) 616.6 33.48 -3.50%0 -4.5%00 B.2% “2l9% B 19.0%
USA (S&P 500) 3862 34.60 -4.5%0 -5.4% fo.9% a81% 28.7%
USA (Dow Jones) 31910 31.25 -4.3%M -5.4% W -3.2% -6lo% I 20.9%
USA (Nasdaq) 11139 39.29 -4.7%8 -4.8%0 B6% =3l5% 22.2%
Euro Area (DJ EuroStoxx) 452.7 47.46 -1.8%M 04% | @07% Alax I 23.5%
UK (FTSE 100) 7748 36.08 -2.4%M -1.0% 4 B.s% 4.6% B 18.4%
Switzerland (SM1) 10765 28.99 -3.2%M -2.6%M B.0% 3% 23.7%
Japan (Nikkei) 27833 59.42 08% I 1.8% I 9% -MB% FE 67%
Emerging (MSCI) 955 33.48 -3.3% 0 -5.7% 0.0% 218 8% -2.3%
Brasil (IBOVESPA) 103 618 38.75 -0.2% -4.1%0 il -5.6% 4.7% | -11.9%
Russia (MOEX) 2289 58.98 0.2% 0.6% 6.0% -36.9% 21.9%
India (SENSEX) 58627 41.16 -1.1% M -2.5% -2.6% 5.8% 23.2%
China (CSl) 4009 36.61 -4.0% M -3.4%M B5% 58 3% -3.5%
Communication Serv. (MSCI Worl: 74.89 37.85 -3.7% 0 -4.7% W 16.5% 988 3% B 109%
Consumer Discret. (MSCI World) 295.4 34.62 -4.2%M -5.2% B.7% 5=l 5% B 92%
Consumer Staples (MSCI World) 261.6 35.73 -1.3%M -1.5% W | -1.8% -610% B 11.7%
Energy (MSCI World) 2333 38.23 -3.8% M -5.8% M 1-2.3% 34, SN B 37.5%
Financials (MSCI World) 131.7 25.19 -5.5%M -6.7%M [0.1% ab% N25.1%
Health Care (MSCI World) 319.3 26.09 -3.0%M -5.4%00 i -6.4% -5l7% B 18.0%
Industrials (MSCI World) 294.7 41.56 -2.7%8 -1.7% W B2% 7% B 16.6%
Info. Tech. (MSCI World) 4287 44.00 -2.8%M -3.6% Ba% 230 9% 27.6%
Materials (MSCI World) 316.0 33.97 -4.9% 1 -3.7%00 B.ox% Ao B 15.4%
Real Estate (MSCI World) 168.1 26.15 -5.7%0 -9.0% -2.1% 240% 23.6%
Utilities (MSCI World) 142.0 35.68 -1.4%M -3.5% i -5.6% -3B% B 111%
USA (7-10 Yr) 3.70% 61.24 24% R 07% | H.9% 5% -2.4%
Euro Area (7-10 Yr) 3.16% 53.02 20% N -0.9% 1 H.7% 58 4% -2.9%
Germany (7-10 Yr) 2.46% 52.65 1.8% I -0.8% 1 lo.7% % -2.7%
UK (7-10Yr) 3.64% 55.91 2.0% BN -0.6% 1 H.8% 1% | -4.9%
Switzerland (7-10 Yr) 1.35% 56.00 1.4% I 01% | Bi% d3s5% -2.3%
Japan (5-10 Yr) 0.34% 61.29 0.4% | 04% | lo.5% -218% 0.0%
Emerging (5-10 Yr) 8.14% 47.08 -0.1% -0.9% 1 lo.9% 4% -2.3%
USA (IG Corp.) 5.41% 52.70 09% E -0.7% 1 B.7% -188% -1.0%
Euro Area (IG Corp.) 4.31% 49.13 09% B -1.0% 4 B.2% e -1.0%
Emerging (IG Corp.) 7.68% 49.57 04% | -0.7% 1 H.3% 9% -3.0%
USA (HY Corp.) 8.83% 41.40 -1.2% 0 -1.2% A B.9% -1d2% P 53%
Euro Area (HY Corp.) 7.63% 42.15 -0.4% -1.2% A Bo% -Al6% I 3.4%
Emerging (HY Corp.) 11.15% 40.88 -0.7% 1 -1.4% W B.0% Aa% -3.2%
World (Convertibles) 369.3 33.13 -2.1%M -2.7% M B.o% -182% ] 2.4%
USA (Convertibles) 486.7 33.78 -2.8%M -3.2% B7% 201% I 3.1%
Euro Area (Convertibles) 187 44.12 -0.4% -05% 1 Bl6% 1% | 1.2%
Switzerland (Convertibles) 173.5 44.70 0.2% | -0.6% 1 lo.9% W% -0.5%
Japan (Convertibles) 206.4 63.47 06% I 20% B B3% -18% I 3.3%
Hedge Funds Indus. 748 69.52 n.a. 1.8% I H.8% 1.0% FE 82%
Distressed 937 54.77 n.a. 14% B H.4% -al% B 125%
Event Driven 774 36.27 n.a. 22% I B2% -6l8% B 129%
Fixed Income 395 51.15 n.a. 14% B H.4% -1.0% F 52%
Global Macro 1435 66.53 na. 27% IR B7% 158550 B 9%
Long/Short 903 47.98 na. 33% N B3% -518% F 83%
CTA's 396 61.87 n.a. -2.6% M 1-2.6% 19. 1880 B 82%
Market Neutral 297 66.15 na. 08% [ lo.8% 1.7%% FE 62%
Multi-Strategy 710 63.40 n.a. 05% [ lo.5% 1.3% E 70%
VIX 24.80 65.80 34.1% 20.8% 14.4% 25.8% -24.3%
VSTOXX 21.17 58.37 16.9% 3.5% 1.4% 8.4% -17.6%
Commodities (CRB) 542.7 n.a. -1.1% 0 -2.0% W 1-2.2% -ah% 30.3%
Gold (Troy Ounce) 1875 58.21 1.5% I 11% B 28% -0.3% -3.6%
Oil (WTI, Barrel) 76.68 47.52 -3.8% M -3.8% 1 -4.5% 4.8 ENs8.7%
0il (Brent, Barrel) 82.73 na. -3.6%M -2.0%M 1-2.6% 9.7% B 51.4%
USD (Dollar Index) 103.89 46.47 -0.4% 05% | l0.4% 8.2% FE  64%
EUR 1.0728 55.37 0.4% [ 0.0% | [0.2% -518% | -7.5%
JPY 134.53 50.39 1.0% -1.6% W 1 -2.5% 2% | -10.2%
GBP 1.2110 53.89 07% E -0.2% [0.2% -1d7% -1.0%
AUD 0.6673 40.96 -0.8% 1 -4.2%M 1-2.1% -6b% | -5.6%
CAD 1.3731 38.18 -0.9% 1 -2.9%0 1-1.3% -6l8% | 0.7%
CHF 0.9161 60.80 1.6% I 04% | l0.9% -1B% -3.0%
CNY 6.8975 49.33 05% I -1.1% A 0.0% % I 2.7%
MXN 18.362 51.66 -1.9%M 11% B B.2% 5.3% -3.0%
EM (Emerging Index) 1666.4 39.44 -0.5% 1 -1.3% W l0.4% -aB% | 0.9%

Source: Bloomberg, Atlantic Financial Group e = Total Return by asset class (Negative \ Positive Performance)




DISCLAIMER

This document is issued by Atlantic Financial Group (hereinafter “Atlantic”). It is not intended for distribution, publication, or use in any jurisdiction where
such distribution, publication, or use would be unlawful, nor is it aimed at any person or entity to whom it would be unlawful to address such a document.

This document is provided for information purposes only. It does not constitute an offer or a recommendation to subscribe to, purchase, sell or hold any
security or financial instrument. It contains the opinions of Atlantic, as at the date of issue. These opinions and the information herein contained do not take
into account an individual’s specific circumstances, objectives, or needs. No representation is made that any investment or strategy is suitable or appropriate
to individual circumstances or that any investment or strategy constitutes a personal recommendation to any investor. Each investor must make his/her own
independent decisions regarding any securities or financial instruments mentioned herein. Tax treatment depends on the individual circumstances of each
client and may be subject to change in the future. Atlantic does not provide tax advice. Therefore, you must verify the above and all other information provided
in the document or otherwise review it with your external tax advisors.

Investments are subject to a variety of risks. Before entering into any transaction, an investor should consult his/her investment advisor and, where necessary,
obtain independent professional advice in respect of risks, as well as any legal, regulatory, credit, tax, and accounting consequences. The information and
analysis contained herein are based on sources considered to be reliable. However, Atlantic does not guarantee the timeliness, accuracy, or completeness of
the information contained in this document, nor does it accept any liability for any loss or damage resulting from its use. All information and opinions as well
as the prices, market valuations and calculations indicated herein may change without notice. Past performance is no guarantee of current or future returns,
and the investor may receive back less than he invested. The investments mentioned in this document may carry risks that are difficult to quantify and integrate
into an investment assessment. In general, products such as equities, bonds, securities lending, forex, or money market instruments bear risks, which are
higher in the case of derivative, structured, and private equity products; these are aimed solely at investors who are able to understand their nature and
characteristics and to and bear their associated risks. On request, Atlantic will be pleased to provide investors with more detailed information concerning risks
associated with given instruments.

The value of any investment in a currency other than the base currency of a portfolio is subject to the foreign exchange rates. These rates may fluctuate and
adversely affect the value of the investment when it is realized and converted back into the investor’s base currency. The liquidity of an investment is subject
to supply and demand. Some products may not have a well-established secondary market or in extreme market conditions may be difficult to value, resulting
in price volatility and making it difficult to obtain a price to dispose of the asset. If opinions from financial analysts are contained herein, such analysts attest
that all of the opinions expressed accurately reflect their personal views about any given instruments. In order to ensure their independence, financial analysts
are expressly prohibited from owning any securities that belong to the research universe they cover. Atlantic may hold positions in securities as referred to in
this document for and on behalf of its clients and/or such securities may be included in the portfolios of investment funds as managed by Atlantic.



