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Summary: Moderating growth and the Fed’s “mid cycle” easing
In July, both global equity markets and sovereign bonds performed strongly,
returning 0.9% and 0.6%, respectively (in local currency). Key events included:

» Fed cuts rates by 25bps to 2-2.25% and ECB signals easing ahead
» Global growth continues to slow, but second quarter earnings respectable
» Mounting risks of a “hard” Brexit as Boris Johnson becomes new UK PM

The prospect of easier monetary policy, persistently low inflation and considerable
momentum has now seen a quarter of global investment grade bond yields turn
negative. The 10y bund yield fell to a new low of -0.4%, while the entire the Swiss
and Danish bond market is now in negative territory, and even some ‘junk’ bonds are
now offering a negative nominal return if held to maturity. Meanwhile, corporate
earnings have surprised positively (S&P 500 EPS +3% yly), dispelling fears of an
outright contraction in the second quarter.

US: Brinkmanship avoided, Trade talks resume, Fed eases

The US political backdrop improved. High-level trade discussions resumed, and
domestic fiscal uncertainties faded with the suspension of the debt ceiling until 2021
and a bipartisan agreement about next year’s federal budget: the risk of another US
shutdown has subsided. However, absent any spending cuts, the budget deficit (4.4%
of GDP) is poised to exceed $1tn in 2020. The US economy expanded at a
respectable +2.1% (SAAR) in the second quarter, underpinned by healthy consumer
spending - US retail purchases expanded at the fastest quarterly pace since 2005.
The Fed nonetheless persevered with a 25bp “insurance” rate cut. Fed Chair, Jay
Powell, noted “this is not the beginning of a long-series of rate cuts” but also
suggested that some more cuts are likely to come.

Europe: Growth slows, New EU line-up, Disorderly Brexit ahead?

Region-wide growth slowed in the second quarter, to +0.8% (SAAR), driven by a
weak manufacturing sector and a fragile external backdrop. German survey data and
factory orders appear persistently weak and suggest the manufacturing slump at the
heart of the Eurozone economy will continue. Meanwhile, the reshuffle at the top of
the bureaucratic hierarchy — Ursula von der Leyen as the new EU Commission
president and Christine Lagarde as the new ECB President - represents something
of a victory for President Macron and will support his aim of further EU integration.
Meanwhile, with Boris Johnson confirmed as the new UK Prime Minister, the Brexit
debate has seemingly narrowed to a choice between a “hard” exit and no exit at all.
Compromise feels even more distant than it did, and is reflected most visibly in further
currency weakness, with the pound flirting with post-referendum lows.

Asia: China continues to slow, BoJ remains accommodative

China’s economy continues to slow (Q2: 6.2% yoy), albeit modestly, and growth is at
its slowest pace since the early nineties. However, the economy is now 13x larger (in
real terms) at $13.6tn (a sixth of global output). The latest monthly data point to some
stabilisation, buoyed by ongoing stimulus measures. In June, industrial output staged
a small bounce despite continued trade tensions, while retail spending — driven by
auto sales - showed renewed strength. Meanwhile, the Bank of Japan remains firmly
in ‘easing mode’ with rates held at all-time lows and its quantitative easing programme
still in full swing. Extraordinary monetary stimulus has succeeded in staving off
deflation in recent years, but the headline inflation rate (0.7% yoy) remains stubbornly
below the central bank’s 2% target.
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Important information

This document is strictly confidential and produced by Rothschild & Co for information purposes only and for the sole use of the recipient. Save as specifically agreed in writing by Rothschild & Co, this
document must not be copied, reproduced, distributed or passed, in whole or part, to any other person. This document does not constitute a personal recommendation or an offer or invitation to buy or sell
securities or any other banking or investment product. Nothing in this document constitutes legal, accounting or tax advice.

The value of investments, and the income from them, can go down as well as up, and you may not recover the amount of your original investment. Past performance should not be taken as a guide to future
performance. Investing for return involves the acceptance of risk: performance aspirations are not and cannot be guaranteed. Should you change your outlook concerning your investment objectives and / or
your risk and return tolerance(s), please contact your client adviser. Where an investment involves exposure to a foreign currency, changes in rates of exchange may cause the value of the investment, and the
income from it, to go up or down. Income may be produced at the expense of capital returns. Portfolio returns will be considered on a “total return” basis meaning retumns are derived from both capital
appreciation or depreciation as reflected in the prices of your portfolio’s investments and from income received from them by way of dividends and coupons. Holdings in example or real discretionary portfolios
shown herein are detailed for illustrative purposes only and are subject to change without notice. As with the rest of this document, they must not be considered as a solicitation or recommendation for separate
investment. Although the information and data herein are obtained from sources believed to be reliable, no representation or warranty, expressed or implied, is or will be made and, save in the case of fraud, no
responsibility or liability is or will be accepted by Rothschild & Co as to or in relation to the fairness, accuracy or completeness of this document or the information forming the basis of this document or for any
reliance placed on this document by any person whatsoever. In particular, no representation or warranty is given as to the achievement or reasonableness of any future projections, targets, estimates or
forecasts contained in this document. Furthermore, all opinions and data used in this document are subject to change without prior notice.

This document is distributed in the UK by Rothschild & Co Wealth Management UK Limited. Law or other regulation may restrict the distribution of this document in certain jurisdictions. Accordingly, recipients
of this document should inform themselves about and observe all applicable legal and regulatory requirements. For the avoidance of doubt, neither this document nor any copy thereof may be sent to or taken
into the United States or distributed in the United States or to a US person. References in this document to Rothschild or Rothschild & Co are to any of the various companies in the Rothschilds Continuation
Holdings AG Group operating / trading under the name “Rothschild & Co” and not necessarily to any specific Rothschild & Co company. None of the Rothschild & Co companies outside the UK, nor companies
within the Rothschild Trust Group are authorised under the UK Financial Services and Markets Act 2000 and accordingly, in the event that services are provided by any of these companies, the protections
provided by the UK regulatory system for private customers will not apply, nor will compensation be available under the UK Financial Services Compensation Scheme. If you have any questions on this
document, your portfolio or any elements of our services, please contact your client adviser.

The Rothschild & Co Group includes the following wealth management and trust businesses (amongst others): Rothschild & Co Wealth Management UK Limited. Registered in England No 4416252.
Registered office: New Court, St Swithin’s Lane, London, EC4N 8AL. Authorised and regulated by the Financial Conduct Authority. Rothschild & Co Bank International Limited. Registered Office: St Julian’s
Court, St Julian’s Avenue, St Peter Port, Guernsey, GY1 3BP. Licensed and regulated by the Guernsey Financial Services Commission for the provision of Banking and Investment Services. Rothschild & Co
Bank AG. Registered Office: Zollikerstrasse 181, 8034 Zurich, Switzerland. Authorised and regulated by Eidgendssischen Finanzmarktaufsicht FINMA.
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