*

&

AZIMUT

DEFINING INVESTMENT DIRECTION

Azimut
Global
Network

* Milan

Abu Dhabi
Cairo
Dubai
Dublin
Hong Kong
Istanbul
Lugano
Luxembourg
Mexico City
Miami
Monaco
New York
Santiago
SGo Paulo
Shanghai
Singapore

Sydney

L . S SR R . S S S S . S . S S S S

Taipei

Main Events

RETAIL SALES EU

Will the EU retail sales After the end of
remain strong after some fiscal measures

the initial rebound fo support
post reopening? employment, will the

US economy

US PAYROLLS ECB MEETING US CPI

After Powell's All eyes willbe on
speech, will the ECB the inflation report
also stress the need after the Powell’s

for higherinflation? speech

NN

contfinue creatfing
new jobs?

N

04.09

FISCAL CLIFF

The summer break didn't bring anything new: while the financial markets
confinued their relentless advance, the real economy contfinued to suffer in the
aftermath of the pandemic. Poor macro data is disregarded due to the belief
that central banks and governments will come to rescue again.

Markit PMI in Europe has decreased to slightly over 50 - the threshold that
separates expansion from contraction. The bounce close to 60 in the wake of
the reopening seems to be quickly evaporating. The US was the only exception
with its PMI rising for the first time significantly above 50. This could be explained
by the fact that the US was quicker to enact the fiscal packages to support
individuals and corporations, and most of all by the size of those stimulus.

According to the Harver Analytics, “The federal payments of $3.2 trillion to
people and small businesses equaled nearly 15% of personal income. To put
that in perspective, personal tax payments in 2019 totaled $2.2 trillion, or 12% of
personal income. So the scale of stimulus payments Congress sent to people in
Q2 was $1 trillion, which was more than what people pay in taxes in the entire
year. [...] Q2 wage and salary income totaled $8.85 trillion, off $680 billion from
Q1 level. That means the infusion of $3.2 trillion in payments to people was
nearly 5X times the amount of lost income due to job loss, fewer hours worked,
and wage cuts”.
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(continued)

The left graph on the previous page shows the total compensation of employees paid by the employers
(blue line) while the yellow line includes the Pandemic Additional Compensation (PAC), the extraordinary
unemployment subsidies. As has been discussed in the previous report, the sharp rise in the disposable
income is the core reason for why the consumer spending and sentiment have remained at elevated
levels notwithstanding the covid-induced job losses. The issue is those extraordinary payments ended at the
end of July, and from now on people must live solely on the labor compensation (the blue line). Expecting
that the spending behavior will remain unchanged is not realistic.

The other program implemented by the US Government aimed at supporting small US corporations under
the conditionality of retaining all employees (the Paycheck Protection Program, or PPP) expired at the end
of June. The boftom right graph on the previous page illustrates the YTD percentage change of small
businesses opened nation wide (blue line) while grey lines demonstrate single states. After the huge drop
during the pandemic the number of small businesses openings started to recover after the reopening, but
peaked exactly at the expiry point of the stimulus and have been declining ever since.

Not only the small businesses are suffering in the crisis, but also the large corporations are experiencing
hardship as the cumulative number of total bankruptcies of corporations with over one billion liabilities is at
the highest level ever for any given year, and will likely surpass the year end the record of 2009 (see graph
below on the left).

Business closures will lead to lower employment. In August the US Infernal Revenue Service indicated that it
is expecting that the number of jobs reported for tax purposes will decrease by 14% compared to pre-
covid levels (the number of W-2 forms is expected to decrease from 266.6 million to 229.4 millions).

The end of the PAC benefit and the possibility of further increases in the unemployment rate will dent the
financial ability of people to repay their existing loans. Even before the fiscal cliff caused by the expiration
of the PAC, the loan delinquency rates already skyrocketed in the 2Q to the highs of 2009 (see graph
below on the right).
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Finally, some countries are starting to hint at future tax increases in order to cover at least part of the
swelling budget deficits. UK was one of the first countries to openly talk about this possibility. If and when
implemented, these measure will further restrain the consumers’ disposable income.

Looking at macro developments, thus, it seems that the exiraordinary fiscal measures to support the
economy have only served to borrow some time, but the economic hardship induced by the coronavirus
will be felt anyway in the coming quarters. Financial markefts, instead, contfinue to believe in a V-shaped
recovery with equity multiples at historic highs and bond yields and spread close to historic lows. At some
point in time, one of the two will be proven wrong.




s

& AZIMUT

AZIMUT GLOBAL VIEW

Asset Allocation View

i
Il
+

Equity

Developed Markets

Emerging Markets

Fixed Income

Developed Markets Sovereign Downgrade

Developed Markets Corporate Downgrade
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Alternative Strategies
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Commentary below

Equity

mm) UNDER ==) NEUTRAL =) OvEr

Developed Markets

NEUTRAL

We kept our slightly underweight recommendation unchanged. Valuations
confinue to be sfrefched and the overbought conditions mainly in the US
markets could lead to a short term correction. The majority of the
Committee members believe that refracements will be quite limited due to
the huge amount of cash on the sidelines. In terms of regions, the
Committee decided to withdraw the preference for European equities due
to the strength of the Euro which will dent the EU’'s competitiveness.

us —

Europe — Japan -

NEUTRAL

We kept our recommendation on Emerging Markets as Neutral, with a stfrong
preference for the Asia ex-Japan region, and China in particular. The
valuations of EM companies are well below those of developed markets. We
are starting to take profit on Chinese equities due to the sharp re-rating
earlier in the summer, and because of the mounting US & China tensions.
Unchanged the view on the other regions. A weaker dollar constitutes
strength for the EM equities.

Asia ex-Japan —

EEMEA LATAM
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Fixed Income

Developed Markets Sovereign

We downgraded our recommendation for developed markets sovereign
bonds. The Powell’s speech at Jackson Hole confirmed the expectation that
the Fed is willing to accept some overshooting of the inflation above 2% and
they will use all the tools at their disposal to achieve this objective. Even if QEs
and short term rates close to zero will remain for an extended period of fime,
this push for inflation may tfrigger some short term steepening of the major
sovereign yield curves. The underweight recommendation is therefore should

UNDER OVER be considered as a short term call, not a strategic one.
NEUTRAL

EU Core - EU Periphery — US Treasury - Japanese JGB -

Developed Markets Corporate

‘,__ , We downgraded our recommendation to neutral. The QEs implemented by all
i major central banks on their sovereign and corporate bonds are compressing
both risk-free rates and spreads. Monetary policies will remain
accommodative for an extended period of fime supporting the corporate
bonds prices amid the hunt for positive yield. In the corporate bond space our
preference remains in the investment grade. The slowdown in the real
economy is weakening the fundamentals of some corporates, especially in
UNDER OVER the high yield space, where we keep the negative stance.
NEUTRAL

IG Europe (= IG US — HY Europe - HY US -

Emerging Markets

We maintained our recommendation on EM bonds as slightly overweight
because these bonds did not enjoy the same fast recovery experienced by
other credit segments. They were left behind because EM cenfral banks are
not doing QE on their bonds, therefore investors have been more cautious in
buying those. Considering the low levels of the risk-free rates, the compression
of the spreads in developed market corporates and the rebound of
commodities, there is room now for a catch up of emerging bonds. Among

UNDER OVER them, we have a strong preference for local currency bonds and the Chinese
NEUTRAL renminbi in particular.
Local Currency -+ Hard Currency IG — Hard Currency HY -
Commodities

We have a neutral stance with a positive bias. We continue to prefer precious
metals because of the low yield environment, and as a hedge against
unexpected furbulence. Because of the possibility that the Euro will continue to
be quite strong in the short term for the reasons explained in the currency
section, for Euro-based investors precious metals could be a less attractive
investment solution as any strength in the Euro will defract from the
UNDER OVER performance.
NEUTRAL

Precious + Energy Industrial
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Alternative Strategies

We keep our recommendation as neutral on liquid alternative strategies,
because of the diminished expected returns on other asset classes. This implies
that other asset classes have now higher downside risk and could be
vulnerable to volatility as well. Therefore alternative/decorrelated strategies
are more affractive on a relative basis.

UNDER OVER
NEUTRAL
Low Voldtility + Medium Voldatility — High Voldatility -
Currencies

We maintained the positive view on the Euro in the short term. The common European currency is breaking o
the upside some very strong technical resistance, and market sentiment is very bullish on the euro.

We kept our negative view on the US dollar for several reasons, among which, inter alia: 1) the uncertainty
related to the upcoming presidential elections; 2) the very dovish speech of Mr. Powell at the Jackson Hole
symposium, and 3) the bearish market sentiment on the dollar.

We maintain our slightly negative view on the Japanese yen, as there are no positive catalysts in sight for the
currency. The resignation of the Prime Minister Abe presents further uncertainties for the country.

On emerging markets currencies, we have a consfructive view as most of them appear to be undervalued and
the vyields offered by those currencies are more and more attractive as YTM continues to fall in developed
markets.

Euro -+ usb — Yen — Emerging -

This document has been issued by Azimut Holding just for information purposes. No reliance may be placed for any purposes
whatsoever on the information contained in this document, or on its completeness, accuracy or fairness. Although care has been
taken to ensure that the facts stated in this presentation are accurate, and that the opinions expressed are fair and reasonable, the
contents of this presentation have not been verified by independent auditors, or other third parties. Accordingly, no representation or
warranty, express or implied, is made or given by or on behalf of the Company, or any of its members, directors, officers or employees
or any other person. The Company and its subsidiaries, or any of their respective members, directors, officers or employees nor any
other person acting on behalf of the Company accepts any liability whatsoever for any loss howsoever arising from any use of this
presentation or its contents or otherwise arising in connection therewith. The information in this document might include forward-
looking statements which are based on This expectations and projections about future events. These forward-looking statements are
subject to risks, uncertainties and assumptions about the Company and ifs subsidiaries and investments, including, among other
things, the development of its business, frends in its operating industry, and future capital expenditures and acquisitions. In light of
these risks, uncertainties and assumptions, the events in the forward-looking statfements may not occur. No one undertakes to publicly
update or revise any such forward-looking statement. The information and opinions contained in this presentation are provided as af
the date of this presentation and are subject fo change without notice. Any forward-looking information contained herein has been
prepared on the basis of a number of assumptions which may prove fo be incorrect and, accordingly, actual results may vary. This
document does not constitute an offer or invitation to purchase or subscribe for any shares and/or investment products mentioned
and no part of it shall form the basis of or be relied upon in connection with any contfract or commitment whatsoever. The information
herein may not be reproduced or published in whole or in part, for any purpose, or distributed fo any other party. By accepting this
document you agree fo be bound by the foregoing limitations.




