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A return to monetary normality was never going to be easy

Market returns in 2022 bear the scars of the fight against inflation

All major asset classes showed negative returns in 2022 Q4 2022 saw a meaningful recovery in global equities
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Global Asset Performance, year-to-date
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Global Asset Performance Q4 2022
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1. Powell is still facing tight US labour markets...

Too many jobs chasing too few people compounded by a Covid reallocation shock

Labour demand still needs to decline by at least 5m—6m 5% wage inflation inconsistent with 2% inflation target

US Labour Demand & Supply
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US wage growth
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“Participants observed that the labor market had remained very tight, with the
unemployment rate near a historically low level, robust payroll gains, a high level of job
vacancies, and elevated nominal wage growth.” FOMC Minutes December 2022
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2. Profits could still fall sharply in a true global recession

Bottom-up earnings look optimistic while margins are still close to record highs

Earnings declines of 5-10% are normal in recessions Can near record margins survive higher costs forever?

EPS Growth Rate 1 year forecast for World Equities (FactSet) Net Margin World Equities (FactSet)
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3. Energy price shock gradually fades in 2022

Energy prices in retreat despite the war — is the de-carbonisation agenda finally left?

Crude oil prices unchanged in 2022 — Russian oil collapses In Europe gas reservoirs are 28% fuller than a year ago.
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4. The dollar correction begins — who are the winners?

A strong rally across assets in Q4 — a weaker dollar lifts Asia and EM

The US dollar uptrend may now have broken A weaker dollar is good for emerging world liquidity

US Dollar (DXY) MSCI World & EM equity index and US Dollar (DXY)
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Patience please — Central banks are not quite finished
Stickier inflation and hawkish central banks leave us cautious a little while longer

Global strategy update — January 2023

Neutral

Bonds *  Neutral Government Bonds — global inflationary pressures remain elevated but rates are close to peaking

*  Neutral Investment Grade Credit — yields attractive — corporate balance sheets healthy

Underweight
*  Near record corporate margins clearly exposed in a global recession — a strong thematic overlay needed

Equities *  Equity valuations are vulnerable if inflation is stickier than the market expects

*  Emerging markets offer opportunities in 2023 as China reopens and US dollar strength ebbs
*  Equity insurance attractive

Overweight
*  Underweight Correlated Alternatives — higher discount rates and worries over liquidity argues for caution on private equity,

Alternatives infrastructure and renewables

*  Strong Overweight Uncorrelated Alternatives as effective diversification
*  Overweight positions in Gold as dollar surge fades

Cash (tactical) Neutral — no currency preference

Risks

1. Inflation shock not yet abating: US Core inflation remains high in 2023 meaning higher rates for longer
2. Shrinking central bank balance sheets: QT triggers tighter liquidity and volatility issues. Central bank losses intensify budget crisis
3. Military challenges worsen: China-Taiwan reunification risks accelerate — Putin escalates with tactical nuclear ‘event’

Source: Sarasin & Partners, December 2022.
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Important information

If you are a private investor, you should not act or rely on this document but should contact your professional advisor.

This document has been approved by Sarasin & Partners LLP of Juxon House, 100 St Paul’s Churchyard, London, EC4AM 8BU, a limited liability partnership
registered in England & Wales with registered number 0C329859 which is authorised and regulated by the Financial Conduct Authority with firm reference
number 475111.

It has been prepared solely for information purposes and is not a solicitation, or an offer to buy or sell any security. The information on which the document is
based has been obtained from sources that we believe to be reliable, and in good faith, but we have not independently verified such information and no
representation or warranty, express or implied, is made as to their accuracy. All expressions of opinion are subject to change without notice.

Please note that the prices of shares and the income from them can fall as well as rise and you may not get back the amount originally invested. This can be
as a result of market movements and also of variations in the exchange rates between currencies. Past performance is not a guide to future returns and may
not be repeated.

Neither Sarasin & Partners LLP nor any other member of the Bank J. Safra Sarasin group accepts any liability or responsibility whatsoever for any consequential
loss of any kind arising out of the use of this document or any part of its contents. The use of this document should not be regarded as a substitute for the
exercise by the recipient of his or her own judgment. Sarasin & Partners LLP and/or any person connected with it may act upon or make use of the material
referred to herein and/or any of the information upon which it is based, prior to publication of this document. If you are a private investor you should not rely on
this document but should contact your professional adviser.

© 2023 Sarasin & Partners LLP — all rights reserved. This document can only be distributed or reproduced with permission from Sarasin & Partners LLP.
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