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Key takeaways-

- Bull markets climb a wall of worry.
- China have turned the monetary taps back on.

Markets are climbing a wall of worry. Recession fears, yield curve inversion, tech
sector overvaluation, geopolitics etc have all combined to create, perhaps, undue, worry
among investors. Indeed, up to the Fed’s 50bps rate cut in September investors were
paid handsomely in money market accounts to stay somewhat sceptical.

Last month we highlighted the positives from lower oil, dollar, and bond yields.
These remain and have now been joined by Chinese liquidity. As well as cutting
domestic interest rates the Chinese have injected money into their system. As the graph
highlights this has propelled Chinese stocks higher albeit in the context of a 3-year-old
bear market. Irrespective global liquidity remains positive to date and gives
ongoing support to risk assets.

mShanghai Shenzhen CSI 300 Index - Last Price 4017.85
High on 02/10/21 5807.72
Average 4205.12
Low on 09/13/24 3159.25
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The economic data is slowly improving and, at least in the short term, inflation pressures
are easing. US rail traffic is strong as are shipping container traffic through e.g. the Port
of Long Beach. Exports from the Far East support the picture too. There are always
areas of weakness and fragility however we believe the picture remains robust. The Fed
therefore probably eased interest rates 0.5% more due to fiscal worries than any other
macroeconomic factor. Interest expense for the US Treasury is simply not sustainable.
The Government are spending $1.39 for every $1 it collects in revenue.

Therefore, reducing interest rates helps reduce bond yields, juices receipts and helps
weaken the Dollar. Higher inflation, we think, is downgraded in importance to paying
and sustaining the debt markets. Just to labour the point in August the federal
government took in $307bn in revenues against $688bn of outlays for a single month
deficit of $381bn. If this wasn’t bad enough, this is in a part of the cycle where
employment is near full employment.

That’s why Gold is rallying - it has limited supply and is vastly under owned by
institutions and individuals. Perhaps some political uncertainty is also being priced in.

If it’s possible to forget any political allegiances for a minute, which is clearly easier for a
non-American to do, then it’s quite amazing what has been thrown at one Presidential

I aEYL Strategy | REYL Overseas Ltd | 2
A S

OVERSE A



candidate. Impeached twice, 6 court cases, $2t in deficit spending and two assassination
attempts. As a Brit/Scot I must be careful as UK politics and credibility is far from where
it once was.

The polls tell us nothing. This election is the first in 30 years when the Boomer
generation are no longer the majority voting bloc, November sees the 65m Gen Z and
Millennial generation outnumber the 50m Boomers. The risk may be that voter turnout
weakens. Out with a result whereby a clear winner isn’t announced then markets
probably keep going on their merry way and move onto the next event.

Following on from comments from Oracle’s Larry Ellison last month Microsoft announced
a significant deal with Constellation Energy Corp. Microsoft has agreed to purchase 20
years’ worth of power for its data operations in one of the largest power deals ever. This
will include the reopening of Three Mile Island nuclear reactor. This trend has a long
way to play out given the needs of data centres, reshoring and the infrastructure
required. This is an area where portfolios have exposure to.

New car registrations in Europe fell 18% yoy, the largest fall since 2022. Electric car
sales fell 43.9% for the 4% consecutive decline. VW are considering unprecedented
factory closures as EV sales are down 68% in Germany and demand elsewhere isn't
much better. Not surprisingly Mercedes & VW cut their full year profit forecast for the 2
time in less than 2 months with sales volume in China blamed. Stellantis too has been
hit by slowing demand and a lack of return from re-tooling to EVs. Job losses and
inventory purging are very likely.

=German GDP yoy 0.0

=US GDP yoy 5.7

Rayl Ovarseas/Bloomberg
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The eurozone has scarcely grown for 7 quarters, Germany has seen no accumulated
growth since 2018 (as per chart) and both it and Italy are tightening their belts. Giorgia
Meloni, Italy’s PM put it well *America innovates, China replicates and Europe
regulates”. Indeed, Meta is not releasing its multi model Llama 3 AI model for video,
audio and images in the EU and has suspended its Al assistant stating restrictions on the
training of models is unworkable. Apple Intelligence too. Europe faces a stark choice
which Mario Draghi stated as “"With the world on the cusp of an Al revolution, Europe
cannot afford to remain in ‘middle technologies and industries’ of the previous century *.
Economically and politically the EU faces a significant number of challenges.

We appear to be in a sweet spot of growing earnings, easing financial conditions,
a growing economy (albeit slowing), significant government spending all of
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which are helping the merry go round of capex, dividends, and buybacks. The
breadth of the rally is also broadening from a select few stocks, but valuations are clearly
not cheap. It feels like we are closer to the end of the cycle than the beginning exactly
where markets keep climbing despite the worry. This remains true in an election year
and as authorities increasingly kick the can down the road on a fiscal outlook that looks
far more emerging market than developed market. The rating agencies probably won't
blink but most asset markets relative to bonds have.

THE PET HARRIS A0 TRUMP SHOULD BE DISCUSSING.. Portfolios remain fully invested
with a preference for assets

that are more finite in supply.
We added exposure to Small
Caps and Solana over the month.

Improving financial
conditions will take time to
seep into the system however
we see more upside to the
economic data than downside
from here. How markets price
in political uncertainty closer to
November will be interesting.
The Fed will be fully aware and will seek to keep liquidity ample and markets functioning.
Liquidity remains key given the longer-term challenges/opportunities of sticky
inflation, ageing populations, large public deficits, deglobalization, political polarization
and massive technological and societal change.
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“"Democracy must fall because it will try to tailor to everyone. The poor will want the
wealth of the rich, and democracy will give it to them. Young people will want to be
respected as elderly, and democracy will give it to them. Women will want to be like
men and democracy will give it to them. Foreigners will want the rights of the natives,
and democracy will give it to them. Thieves and fraudsters will want important
government functions, and democracy will give it to them. And at that time when thieves
and fraudsters finally democratically take authority because criminals and evil doers want
power, there will be worse dictatorship than in the time of any monarchy or oligarchy”
Socrates.

J. Loudoun

Chief Investment Officer, Reyl Overseas.
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DISCLAIMER

This advisory note is provided by REYL Overseas Ltd, an independent affiliate of the REYL
Group, duly registered as an independent adviser with the SEC.

The information and data presented in this advisory note are given for informational
purposes only and are not to be used as, or considered to be, an offer or solicitation to
buy, sell or subscribe to any securities or financial instruments.

This information does not take into consideration the specific investment objectives,
financial situation or particular needs of any person that enters into a relationship with
REYL Overseas Ltd which must be done by written agreement. The value and income of
any securities or financial instruments can go up as well as down. The market value of
securities or financial instruments may be affected by changes in economic, financial or
political factors, time to maturity, market conditions and volatility, or the credit quality of
any issuer or reference issuer.

REYL Overseas Ltd does not render or offer to render personalized investment advice in
this advisory note. REYL Overseas Ltd may only transact business or render personalized
investment advice in those States where it is registered or where an exemption or exclusion
from such registration exists.

Foreign currency rates may have a positive or adverse effect on the value, price or income
of any security or related investment. Many factors may affect the value of a financial
instrument, and accordingly, investors effectively assume all risks and may receive back
less than they had originally invested.

Past performance should not be taken as, and is not, an indication or guarantee of future
performance and no representation or warranty, expressed or implied, is made by REYL
Overseas Ltd regarding future performance.

Any information contained on this advisory note does not constitute the investment policy
or strategy of REYL Overseas Ltd or an investment recommendation, but merely the
different assumptions, views and analytical methods of those who prepared it. The
information, opinions and estimates expressed in this advisory note reflect a judgment as
of its original publication date and are subject to change without notice.

Proprietary papers and writings are the opinion of REYL Overseas Ltd. Other articles, links,
and information contained herein are obtained from sources REYL Overseas Ltd believed
to be reliable. Although all reasonable care was taken in gathering the information and
formulating the opinions contained herein, REYL Overseas Ltd does not make any
representation whatsoever as to its accuracy or completeness. Accordingly, REYL Overseas
Ltd accepts no liability for any loss arising from the use of this note, which are made
available for information purposes only.

This advisory note is not directed to, or intended for distribution to or use by, any person
or entity who is a citizen or resident of, or located in, any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary to
law or regulation.

Clients should consult their adviser with regard to any questions they may have. Please
be aware that there are risks associated with all investments and investment strategies.
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