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month. The focus of the equity markets was mainly on-pirarter earnings. In
general, it is turning out to be a good earnings seasons. As expected, the

0.00% references to suppigide disruptions are popping up frequently in earnings
0.00% OFrffad ¢KS al3alF 2F GKS / KAySaS LINE
0.00% market seems to have lost a bit of interest in Evergrande, worries are growing
Rt over Chinese growth.
-2.75% : : : :
. > Natural gas prices are almost 50% lower from the high they reached in the fir
2.00% week of October. Crude oil also came off its highs but remains much closer t
0.75% peak. Large swings were seen in the rates markets. Y&t dreasuries traded
0.00% in a range of roughly 20 basis points and almost reached the highs reached |
0.00% in March. Inflation expectations have cont!nugd to rerr_1a_in firm. The market st
' believes that most central banks have maintained their infldigiing
-3.50% credentialsAs a consequencéhe long end of the curve was eagerly pushed
22.00% lower at every hawkish indication from a central bank.
-1.50% > The size of pair trades in Japanese equities and US equities was decreased
0.00% during the month. The portfolio remains positioned so that it can benefit from
o0 reflation, though that did not work out too well in October.
. 0
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Economy (I)

China: real economy indicators suggest slowdown

Source: Refinitiv Datastream & Robeco

US sees record high services activity
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Economy

> The global growth momentum showed signs of stabilization in October after

increasingly negative macro surprises in September. Signs of recovery from the
September energy crunch in China emerged from the Caixin manufacturing surve)
which increased from 49.6 to 50.6, indicating expansion of activity again. However
the official manufacturing survey still showed continuing contraction of activity,
while the new orders suimdex showed contraction for the third consecutive

month. Coviell9 outbreaks, supply constraints and power outages have dented
growth in recent months and still cloud the néamm outlook.

In addition, the ongoing regulatory crackdown in China is unfinished. Even though
credit spreads have overall stabilized in the hard hit onshore real estate sector, anc
as Evergrande has averted default by making payments within the grace period, th
all-clear signal has not been given. There is only a marginal relaxation visible in the
stringent policy rules for the sector lately. In addition, the credit impulse in China h:
not notably improved, signaling more downside risks to-texan growth.

In the US, Q3 GDP growth advanced by 2.0% (quarterly, annualized), mainly drive
by private inventory investment and personal consumption. However, the latter
notably slowed in comparison with the previous quarter as rising-C9\wdses and
rising energy costs discouraged spending. The US consuaide towveather rising
input costs for now, given a further improvement in the labor market outlook and
healthy wealth levels.
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Economy (II)

The Eurozone has abetrend growth which is decelerating
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Economy

In the Eurozone, Q3 GDP growth increased by 2.2% (quarter on quarter) above
consensus expectations. Export growth and strong domestic demand were the ke
drivers. The Eurozone has now almost trended back t€pwd19 GDP levels.
However, there are notable underlying growth divergencies. While France has
already fully recovered from the pandemic shock, Spain still sees GDP growth th:;
6.6% below pr&ovidl19 levels, with unemployment at 14%. In the near term, with
GAYUSNI | LILINPF OKAY 33X 9dzNRLISQa SySNBHe@
manufacturing activity.

In reaction to continuing inflation pressures, it seems as though some central bar
are no longer taking it slowly when it comes to exiting their loose monetary policic
We have seen the first tightening moves by Norges Bank, the Royal Bank of New
Zealand and various emerging market central banks, as they are generally satisfi
with the economic recovery on the one hand, but also fear that high inflation mig}

Steeper futures curve: three Fed hikes fully priced in the next 18 monthsyroye |ess transitory. This concern is fueled by higher incoming inflation prints,
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strong labor market data, lingering supply chain constraints and rising commodity
prices. Recently, the Bank of England and Bank of Canada unexpectedly joined t
bandwagon by signaling that policy tightening might be imminent.
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Equities (1)

>
Regional momentum: US and frontier markets are the YTD winners

>
Source: Refinitiv Datastream & Robeco
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Equities

In October, positive momentum was reinvigorated for equities, with the MSCI Wor
index in euros gaining 5.8%. The US equity market led the pack with new record |
(+7.0%) though Japaii (9%) and BrazHg.7%) both fell. Late October saw a surge i
front-end rates and a bear flattening of the US yield curve. The very long end of tf
curve even inverted, signaling potential trouble ahead for the business cycle. The
recent inflation scare led to frontloading of central bank rate hikes and their
anticipated balance sheet reductions. Historically, there is a positive correlation
between the shape of the yield curve and the subsequent earnings outlook. Yet, t
US equity market has remained undeterred by the turmoil in the bond market. Wh

First of allthe Q3 earnings season shows that corporates are taking rising input cc
largely in their stride, with profit margins overall increasing to 12.4% against
expectations. So far, 83% of companies have beaten expectations, and in contras
with the previous earnings season, these companies also saw positive stock price
reactions. Second, despite the bond turmoil, US real rates have remained in deep
negative territory, sustaining equity multiples. Third, the signal from the recent yiel
curve flattening is perhaps weak as this harbors technical factors like CTA bond
buying and significant monnd rebalancing.

Looking at our framework, the sentiment for equities is neutral. On the one hand,
retail positioning looks less bullish, which is positive, though the elevated SKEW i
suggests nervousness by professional investors about a reversal of the current
subdued volatility environment. Momentum and seasonality are positive.

From a macro point of view, the outlook for the developed market consumer still
looks bright given improving labor market prospects, excess savings and historica
high net household wealth. This should underpinliog growth.
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