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Main Events

ECB MEETING

The ECB will provide
its updated
assessment of the
current situation of
the EU

MARKIT EZ PMI

The Markit Eurozone
PMI for January will
help to assess how

much therecent

lockdownshave
affected the

sentimentin the EU

FED FOMC

The focus willbe on
therelations with the
new administration,
inflation
expectations, and
the economic
recov ery

UsS GDP

How negatively will
bethe 4Q GDP
affected by the

partiallockdown?2 Wi
theretail sales
weaknessbe

confirmed?
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Dissecting the Decoupling

Macroeconomic data from the United States as well as the rest of the world have
diverged significantly in recent weeks. The Citi Economic Surprise indices, which
measure how actual macroeconomic data are better or worse than consensus
expectations, have been on a steady downward trend in recent months in the US,
while Emerging Markets were on a very solid footing. Europe stalled, mainly due to
the continent-wide lockdowns that have been introduced in the past few months.
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In the US the biggest miss came from the retail sales, which plummeted for a third
month in a row. The cumulative decline from October to December in the
“control group” has been -3.2%, corresponding to over -12% on an annualized
basis. The "control group” is al sales, excluding receipts from auto deadlers,
building-materials retailers, gas stations, office supply stores, mobile homes and
tobacco stores. This filtered number is a more precise method of gauging
consumer spending. The impact on fourth quarter GDP could therefore be
substantial.
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If the headline data was quite dismal, a deeper analysis of the data showed that the contraction was
particularly felt in the “non-store” sub-index related to online sales. Seasonally adjusted data indicates
that in the last two months of 2020 non-store sales fell by 7.3%, giving back some of the exira gains
secured by the lockdowns. The indication of some companies benefiting mostly from the “stay-at-
home” trend could be a warning sign for the upcoming reporting season.

The other weak spot in the US has been the labor markets. The initial jobless claims have started to
increase again from the first week of November, and they are approaching 1 milion per week in the
last reading. It should be considered that a physiological level of jobless claims is about 250-300k per
week, as it was the case before the pandemic. An increase in jobless claims signals a deterioration in
the labor market, which in turn, leads to weaker consumption. The new fiscal package promised by
the Biden administration, however, could help withstand the recent worsening of the labor market.

In Europe, November retail sales data was more negative (-6.1% month over month) than in the US,
but this is easily explained by the much more tougher lockdowns implemented in the old continent.
Notwithstanding this, industrial production, factory orders, unemployment rate, consumer confidence,
allimproved over the past month.

In China the fourth quarter GDP came in at +6.5% vs 2019, beating the expectation of +6.2%. But, most
importantly, with full-year GDP growth of 2.3%, China is the only major economy that achieved
positive growth during 2020. Other recent Chinese strong data include industrial production, tfrade
balance and electricity consumption (this last one is a proxy of the overall level of economic activity,
and at +9.4% YoY is one of the highest readings of the past decade).
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(continued)

The diverging macroeconomic developments have led to a corresponding underperformance of US
equity indices relative to the rest of the world over the past three months. Emerging Markets have
been the best performer over the same time-frame, with Europe just behind, whilst the Nasdaqg and
the S&P500 were the worst performers over the same period.
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Certainly, part of the recent outperformance of the rest of the world may be explained by the
announcement of the vaccine, and the consequent expectation of a strong economic recovery. But,
if the normalization will effectively take place, Europe and Emerging Markets may easily continue to
outperform the US, also considering that the formers frade at considerable discount to the latter.
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Asset Allocation View

Equity

Developed Markets

Emerging Markets

Fixed Income

Developed Markets Sovereign

Developed Markets Corporate Downgrade

Emerging Markets

Commodities

Currencies

Commentary below

Equity

m=) NDER =) NEUTRAL +) over

Developed Markets

W e keep our stance on Developed Markets Equities as slightly positive. W e sfill
recommend to increase equity exposure as the long term constructive view
on equity remains unchanged; ~5% correction, if and when occurs, could be
considered buying opportunity. The Biden proposal of an additional USD1.9
trillion stimulus package will help the US economy weather the recent
slowdown highlighted by several macro dafa. In terms of regional
recommendations, US markets were downgraded to underweight due fo

UNDER OVER higher valuations compared to the rest of the world. The Japanese equity
NEUTRAL markets, more cyclical in nature, have been upgraded to positive.

us - Europe — Japan -+

Emerging Markets

UNDER OVER

NEUTRAL

We keep our dightly positive recommendation on Emerging Markets
unchanged. The recent oufperformance and overbought conditions may
lead to a potential retracement. Notwithstanding this, Emerging Markets
valuations are still cheaper than those of Developed Markets. In ferms of
regions, the recent strength by the Chinese economy and the upbeat tone
used by Xi Jinping may continue fo attract investments in China and the
whole Asian region.

Asia ex-Japan -+

EEMEA LATAM
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Developed Markets Sovereign

UNDER OVER

NEUTRAL

We kept our slightly underweight recommendation for Developed Markets
sovereign bonds. We expect that the short end of the curves will remain faily
anchored, while the long end could be more exposed to therisk of rising yields
considering the risk of a spike in inflation amid the pick up in consumption.
After the recent political fumrmoail in Italy and the Netherdands, we are keeping
the negative recommendation on European Core and Peripheral bonds.

EU Core L]

EU Periphery -

US Treasury Japanese JGB -

Developed Markets Corporate

We lowered our recommendation on Developed Markets corporates to
negatfive. The downgrade is mostly related to the investment grade
component, where extremely low yields to maturities and long duration make
the risk refum profile of those bond very unattractive. There are stil some
opportunities in the segment between invessment grade and high yield, in
particular in subordinated bonds.

UNDER OVER
NEUTRAL
IG Europe (mm IG US - HY Europe — HY US —
Emerging Markets
ol e We kept our bullish recommendation on the asset class. EM bonds should
\L L "/////, benefit rom the expectation of a vaccine driven strong global economic
/ recovery. Moreover, the environment of USD18 tiillion negative yielding debt

UNDER

NEUTRAL

should bode well for EM bonds, especially considering the chase for higher
yields. It is projected that EM bonds could benefit both from a spread
compression and a recovery in the value of their currencies. Among local
currency bonds we have a preference for those denominated in Chinese
Renminbi.

Local Currency +

Hard Currency IG -+ Hard Currency HY +

Commodities

—lly

NEUTRAL

We maintain our bullish view on the assef class. Precious metfals could be
sustained by the ample liquidity and could serve as a hedge against the
debasement of most currencies aftfer the massive monetary inferventions of this
year. The recent correction is viewed as a short term consolidation, as
expectation for higher inflation later in 2021 should sustain the demand for
precious metals. Energy and industrial metals should benefit not only from the
expectation of a quick and prompt recovery as soon as the vaccines are
distributed, but also from the verylow inventories.

Precious -+

Energy + Industrial -+
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Currencies

We maintained our neutral view on the Euro after the recent appreciation. The modest retracement in the past
days is mostly due to the recent tumoil in European poalitics (Italy, Netherland) and the reduction in vaccine
deliveries from Pfizer.

We lowered our stance on the US Dollar, mostly due to the higher than expected fiscal package announced by
Biden last week, whichis expected to be followed by another one later in 2021.

We kept the neutral view onthe Japanese Yen as the country may attract foreign investments if the focus on
value stocks, which are wellrepresented in the main equity indices, contfinues in the near future.

On Emerging Markets currencies, we maintain our positive view considering that any episode of short term
volatility will not change the long term positive perspectives for the asset class.

Euro — usD - Yen — Emerging -+

This Document has been issued by Azimut Investments S.A., acompany of the Azimut Holding Group.

The data, information and opinion expressed are not infended to be and do not constitute financial, legal, tax advice or any other advice, nor financial
research, are general in nature and not specific. None of the information of this document is intended as investment advice, as an offer or solicitationof an
offer to buy or sell, or as a recommendation, endorsement, orsponsorship of any security, company, or fund.

It is necessary forthe investor to enterinto a transaction only after understanding the nature and degree of risk ex posure of the fransaction through a c areful
reading of the offer documentation to w hich reference is made. To evaluate the most suitable solutions for your personal needs, it is advisable to contact
your financial advisor.

Azimut Investments S.A. assumes no responsibility for the correctness of the data, information and opinions conftained in this document, therefore no liability
can be attributed to Azimut Investments S.A. for omissions, inaccuracies or possible errors.

The data and information contained in this document may come, in w hole or in part, from third-party sources and consequently Azimut Investments S.A. is
relieved of any liability for any inaccuracies in the content of such information. This information is therefore provided w ithout any guarantee of any kind,
despite the fact that Azimut Investments S.A. has taken every reasonable care to ensure that it meets the require ments of reliability, correctness, accuracy
and actuality. Azimut Investments S.A. has the right to modify, at any time and at its discrefion, the confent of the document, w ithout, how ever, assume
obligations or guarantees for updating and/ or correction.

Therefore, the recipients of this document assume full and absolute responsibility forthe use of the data, information and opinions contained therein as w ell

as for any investment choices made on the same basis because the possible use as support of investment transaction choices is not allow ed ad is at

complete risk




