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发言人1   00:00
Hello, and welcome to the golden sex weekend mccray call. It's mark Wilson. I'll be host for this weekend's call alongst side, my colleague, adam crc. It's been a pretty volatile week in markets with multiple changing narratives and associated of Price action. So we're going to try cover all of that this weekend. 

发言人1   00:18
We're going to start with David america, achieve our economists to get to take away his post inflation data and figure out where are you next for the fed. Then, rich, previously ahead of european active trading, is gona talk on some of the tex XI volatility and some of the team's views from here to year. And before we get brand chao sky head of tech that's been great trading in the us. 

发言人1   00:41
To again discuss some that voltige across the tech sector that we will see rich grams. Then our head of us financial research will discuss takeaway from banks q three earnings reported this week before geo bandara, head of european inflation trading, will discuss some of the Price move we've seen across global fixed income and suffern stress in france. And then we were going to finish with Christian Miller lisbon ahead of asset allocation research to discuss some of the changes they've made getting a little bit more constructive on both bonds. 

发言人1   01:14
And before we start, please could I remind listeners that this call is for clients of government and sex only. Please could ask any members of the press to leave now. Okay, we'll go to our first ticket. 

发言人1   01:26
David miracle, David, a, september, C. P. I came in hotter than expected. 

发言人1   01:31
What did we learn from the print about the underlying inflation picture? And does that really change your view on the path of inflation from here? Yeah, we did get a hot round of september inflation data in both the C, PI and the PPI. 

发言人1   01:44
Core CP, I rose thirty three basis points. Just over half of the upside surprise came from owners equivalent rent, especially from an old the large jump in the midwest. I wouldn't put too much weight on that, although I would acknowledge that shelter hasn't fAllen quite as quickly as we expected over the last year. 

发言人1   02:02
Most of the rest of the upside surprise came from a large increase in toys and games that's been valuable recently, but it's increased in a number of countries. So some of that increase does seem real. Hotels and airfares also rose more than usual, the latter reflecting energy cost increases, which we think we will keep boosting the core by a few bits of months through the end of the year. 

发言人1   02:24
The PPI also rose more than expected this week, including in the core categories. And when we take the CPI in PPI together, we think we're looking at a thirty four basis point increase in core PCE Prices in september that would raise the year on year rate to three point one two. That's about a tense higher then we had expected before this week. 

发言人1   02:47
Um the week data admittedly surprised me a little, but they don't meaningful ly change our inflation views. We're still expecting october inflation to be a bit above trend in the low to mid twenty years because we think the missing from last october s government shutdown will cause a statistical problem with the seasonal factors that overstate october by about five bps. But then after that, we're expecting a meaningful slowdown in the trend pace to the mid to high teams. 

发言人1   03:15
Most of the progress that i'm looking for over the next year and core and core SI on a year on year, core inflation would just come from the effects of terabits and the energy shot gradually fading on a year over year basis. I think the peak terrify impacts already behind us and the remaining impact should fade quite a bit next year. I think about two thirds of the energy shock impacts already happened with another ten to fifteen bibs yet to come. 

发言人1   03:42
And then also, we think that the impact of AI demand, about half of which is january and about half of which is the result of this measurement unique to PC. E. We think that's within five bits of peking. 

发言人1   03:55
And that IT will then started to come down pretty meaningful. Ly, in twenty twenty seven when Prices for memory and computers should grow quite a bit more slowly as new production capacity comes online. So those are the main drivers of the decline and inflation we expect this ah expect next year and this week stated doesn't really change my take on these three forces. 

发言人1   04:15
And David turning to the fed is october and now live given the inflation news and how should we interpret the recent fed speak yeah I don't think october is alive. IT was clear from the comments from Williams and jeffson that the fancy was planning to skip back to and move at a slower pace. IT was fair to wonder whether the firmer C, P, I, print might change that plan, but we've now heard president daily say after the C, P, I report that he doesn't see an urgency to hike the same language, other reforms he participants we're using before the CPI to signal in every other meeting pace. 

发言人1   04:53
And we just heard a chairman worse say that the world has broadly confirmed to our expectations at the time of the september meeting. Those are strong signals that they're sticking to the plan and are set to poison october more broadly. My interpretation of recent comments from feed the officials is that theyve decided to compromise on hiking, but at a slower every other meeting pace and that they feel pretty strongly about being united around that compromise. 

发言人1   05:21
I think that means it's a high bar to deviate from that plan through the end of the year. So that would mean skipping the october meeting but then hiking at the december meeting. If they stick to that pace next year, he would mean they consider hiking two minutes after december in march. 

发言人1   05:38
But by march, I suspect that the combination of Better month to month inflation news and being on the cost of a large decline in the year on year rate as we lap to start the energy shock that, that will make them feel like they don't to hide any further. So we continue to expect the second hike to come in december and for that to be the last one. We also continue to think that once inflation gets reasonably close to two percent, at which we're expecting to happen in the back hf of next year, that the F, MC will want to lower the fund s rate. 

发言人1   06:11
So our views are quite a bit more, David, than market pricing, which has the funds rate staying above four and a half percent over the next couple of years. great. Thank you very much, David. 

发言人1   06:21
Our next speaker is rich. Ferozi had a european xy trading at rich. It's been a pretty volatile week across equities, more so beneath the surface than at the index level. 

发言人1   06:33
Give us york take on the key drivers of that Price action and how you diagnose the set up as we now get into the rest of earnings. Yeah, look, it's been very small choice. And I think you we kind of came into this week with the market very well. 

发言人1   06:52
Position is a kind of one corner of everything around AI hyper scale net effectively um of one of the high school we see in our prime book and and aggregate match in the kind of single digits. And so I think in in high insight, you know the positioning unwind was all set up to occur. And I think as the week progressed, um we started to to really kind of more of the discussion away from um know truly the demand side of a ee, which I think is remaining objectively robots. 

发言人1   07:25
You can see condo Prices remaining remarkable high uh influence demand continuing to grow almost x financially. But we're begin to hit you know constraints right of those constraints are partly in in capital um as as we're seeing interest rates rise people and you can see if in credit with triple species spreads having move materially and then that bled over into double b in single b and some of the the more labor components in the corners of the day I trade began to reprise. And that has is able to attach gating impact across the entire complex. 

发言人1   07:57
And so I think that the investment community feels a little Better. And Bruce, after this week is it's been an environment such that your kind of left to question um not again that the demand side of the equation, but really the supply side. And so one one country is coupled. 

发言人1   08:13
The other is you know the ability to to electrify supply, the ability bring on gig watch um into the market. And so those are hard things to kind of falsify with like twenty seven and twenty eight lands and and are also kind of the time of the year where it's difficult to defend musicians. People have a good first half of the year. 

发言人1   08:31
And so as things of kind of begun to online, um I think this is driven broader to grow, saying you to across the onshore community. And so you know IT was more kind of elements of beta in the trade of beginning of the week and towards the yet back after the week that really felt like grows and you saw the most shorter parts, the market actually going higher as long we're coming down. So tRicky, tRicky environment. 

发言人1   08:53
And you know as much as i'm still uh, very bullish on AS and reliance technology, what that means for the economy, what that means for productive ity, there is a really like hard questions that I left somewhat unanswered. Um and I think the Marks going to have to find some Better solutions and and kind of hopefully things get a bit more clear as the we couple and rich looking forward, specifically on tech, you've highlighted this tension between continued strong eye demand and rapidly falling influence and token costs. How you positioning itself given that narrative and what your risk views into year? And do you think we are set to rally post metals? Look, you can look historically and you usually this period, particularly in the mid term here, the market does incredibly well. 

发言人1   09:41
And I think if you look back that october to october, you kind of premium st. The mid term IT has been up almost every year in class thirty times. This has happened. 

发言人1   09:52
Um this set up, I think is still likely to be constructive. I think earning season is going to be important, particular zing, the hiper scale. They're going to be a really critical component, uh, for the market. 

发言人1   10:05
I think the market needs to see a roby set of numbers. I think they need to see a clear bridge to free casual infection. And I think all of that can help elevate some of the concerns of the capital side if more of the spending becomes organic and a sense. 

发言人1   10:21
And so look, I am still optimistic because we've data time in a lot of the things that, that are driving to spend. Um and at the end of the day, I think the underlying demand is is incredibly robust. And supporting the market and supporting this kind of AI complex. 

发言人1   10:36
I think locally, you we're going through period of of the digestion and and I think that always feels difficult when you're kind of in the mist of IT. But I think there is a lot of things to be positive about in terms of the to go forward and kind of certainly into the end of the year. And when we get past the in terms, the only issue that is a little bit thorny is obviously the energy one and and with some of the risk around election, you kind of stapled geopolitical escalations all that. 

发言人1   11:03
So IT would certainly a lot cleaner from a roma roper spector to say behind. 请关注公众号思维纪要社，更多纪要请加V西安20210130。It's it's much clear, more obviously, equity market, I would say objectively, you know, rates have eased a lot, and that has been one of our principal concerns. 

发言人1   11:27
Unfortunately, it's occurred largely because the market has been kind of downgrading cp backs and growth expectations in that sounds. So look, I think we've been in a bit of AA fragile equilibrium, and i'm still oriented IT with a with a positive optimistic view. I think we need to clear some of the geopolitical headwinds. 

发言人1   11:44
But at the end of the day, I think the hyper sales are what can drive us and and and really kind of, uh, reaffirm some of the the market uncertainty. Thanks, rich nua bringing brad shoop sky, who is head of TNT ig trading in credit for budd's first appearance on the GS week micro call bad. Thanks for joining us. 

发言人1   12:05
So be questions in the markets last week around the credit complex from your perspective and your seat, are there any cracks emerging in the really lower quality, tina, a highly level parts of the market and how concerned you broadly by the moving credit markets last week? yes. So the first thing that says that credits been marching to a very different drum and equity basically all year um equity or near all time highs propped up by the largest players in the AI ecosystem. 

发言人1   12:34
While credit the discount in that same theme has really never been wider. If you look at that IG and high yld indexes year in the tent and twenty eight percent hour spectin ly um while our hyper scale and data center baskets are near at h all time wise and looking at like the high yld project financing bond they're trading and like the ninety four uh dollar Price of code that's down from like one or one in the summer for the high quality hyper tailors. Uh most of that can be explained uh simply as a supply and demand story. 

发言人1   13:06
But this week move in the higher beta names that you mention BBC had a few more undercurrent um on the fundamental side, the story of the higher level, uh neil clouds and data centers got tested. Um how much margin for error or is there? And can this build out of finance in higher for longer rate world? A voltige ly remains very elevated in the market, will continue to look for the high quality hyper scales to support these more laborat Operators. 

发言人1   13:31
But given the computer demand picture, these moves feel very exaggerated. Week to me. I think the second piece of the puzzle, which is worth highlighting and explains a lot of what happened this week, is a technical picture within less saying we just came off the two largest deals in higher history of soft ink and sky I dance that swung g the hide market to a highlevel of net risk in two years. 

发言人1   13:52
Uh with guidance trading down five points in total returns now negative, you're the day you got a circular reference of d growing that really exaggerate. Is the move lower? So a put all together, the stakes are obviously very high for these higher, higher lever credits. 

发言人1   14:08
And I expect a lot more dispersion between winners and losers as you get more data points. But i'd be careful to read too much into just one week in terms of the mark willingness to finances build out a core rebounds close seven points off the lows on thursday. And I think that tells you a lot about sort of the technical drivers is within this day. 

发言人1   14:27
Thanks, bad. A new world is is obviously the hype yp scale of credit area, how has the credit market reaction function chained changed in the hyper scales, revising AI topics higher? And what is your outlook for the hyperbole scale on market going forward? yeah. 

发言人1   14:45
So I say that market has become marginally less sensitive to rising capital estimates. You can only be surprised so many times. And as we gain clarity around the buildout or increases on the back of memory calls and other direct inputs has become a lot more under standard and digestible. 

发言人1   15:01
Um we've also had Better data points on adoption and past revenue, although that played out far more as an equity story rather than credit. The relation for credit is that investors are struggling to see the top of a very large funding min h ige. Investors are historically very comfortable funding leveraging stories when there is a clear path of the leveraging. 

发言人1   15:20
And the problem with hyper scalers is that the rate of issuance hasn't really play told yet. Invisibility on that probably is amid two thousand twenty seven conversation at best. So just ball part numbers. 

发言人1   15:31
We ve gone from roughly a hundred billion of hypersonic last year to two hundred and fifty billion this year to estimated four hundred and twenty billion next year. That growth rate has just made IT very hard for insurance money and active managers to pile into the trade in the early innings. And then when you layer on hedging demand from counterparties with like lending exposure, equity position, it's all added up to a pretty difficult year performance for the space in particular. 

发言人1   15:57
With all that said and after this week's move, our hyperfilm basket is seven basis points cheap to the broader market. At the wise in terms of spread, at the wise in terms of yield um and for a trade, I think to set up in the year and actually feels pretty constructive to me, uh, we have met at earnings next week in the market will expect some sort of funding to follow. But want to be clear that potential event, the runway looks fairly clean near term, uh, so long as the high yellow space doesn't continue to vanas, uh, long return, I think the market will continue to demand larger discounts for growing concentration risk um and that will get tested by rapid growth in the trip financing trade. 

发言人1   16:34
But for now, that feels more like in early two thousand and twenty seven event verses right now. Thank you very much bread. Our next speaker, Richard ram's and head of financial research at Richard, has been a big week of bank earnings. 

发言人1   16:48
The fundamentals coming through look good and grow. Deposit growth has been good. The consumer spend on beni credit vironment all feel quite constructed yet. Price action has been really quite negative post results. 

发言人1   17:03
What are your key takeaway for earnings? Do you think the market is now primarily focused on durability of earnings rather than actual present earnings? Yeah, thanks, mark, at me. 

发言人1   17:13
As he said, we've had most of the large banks report this week in the U. S. I think the headline is the results themselves very solid. 

发言人1   17:21
Clearly, the market is focused on the outlook though just in terms of the headlines, revenue a came in about h eight percent, up year on year. Operating profit up ten percent, and a lot of banks doing close to eighteen nineteen percent. RO, tcs, which is obviously a very healthy level. 

发言人1   17:42
The biggest drivers are really long growth. Long growth in the us. Is is running a close to ten percent year on year, the highest level we ve seen in several decades. 

发言人1   17:52
The key driver is cni growth of commercial long growth, which is up fifteen percent year on year, but consumer long growth is also very robust, up five percent year on year, with real strengthened in consumer spending. The banks are also doing a good job in terms of attracting incremental funding. Deposit growth was up seven percent year on year. 

发言人1   18:13
And I think that because the banks have become a lot more competitive relative to money market funds, and I think they're willing to pay up for certain types of deposits as they can generate very attractive returns just given the london and that they're seeing the capital markets side was a bit more mixed. Equity trading was the bright spot that was up thirty three percent year on year despite obviously the volatility that we saw in equity markets. Fake bell four percent year on year are mainly because of weakness and credit munis m and mortgage. 

发言人1   18:45
But I think girls are some rap Marks. But I think really the market response tells you that really it's all around the uncertainty around the mro, in particular, the outlook for rates. They think there's three things that people focused on the first days. Look, if rates continue to march higher, especially at the long end, what does that mean for capital? We didn't see capital ratio drop to any basis point, this court of because of the impact on bond portfolios. 

发言人1   19:14
Secondly, what is the impact of higher rates on credit quality, specifically in commercial real state, where I think people are starting to kick the tires in terms of could we see sum issues around refinancing? And then thirdly, look, what's the impact on long growth? Are you going to see higher rates dive off some of this very high levels of demand? So I think until we get some answers to those questions, I do think we're going to be in a holding pat in terms of the multiple that people are waiting to pay for these stocks. 

发言人1   19:47
Thanks, Richard. And then with investors increasingly focused on the pipeline, what do you think about that? And then as like the stocks, how you thinking about the next leg of earnings growth from here and where valuations are today and what opportunity that create? Yeah, look, I think the next leg of earnings growth is going to be driven by continued repricing, a bank security and long portfolio. 

发言人1   20:16
These banks are still asset sensitive. That means that they actually, in the short run, still benefit from higher rates. What was interesting is a few banks, both JP. 

发言人1   20:26
Morgana and bank america, gave you a window into how they're thinking about net interest income growth in twenty seven. That's it's pretty early for them to do IT, but I think they gave IT just given the uncertainty. And JP. 

发言人1   20:40
Morgan basically pointed to ten percent core that interesting income growth next year if the rate scold and bank amErica pointed to something above eight percent and tips in that interesting and growth next year, which are suddenly higher than what the market had been thinking. I think the problem is really around capital market revenues. And as we ve talked about before, I mean, the capital markets trade and the AI trade a very closely tied at the moment. 

发言人1   21:08
And I think the market is looking at some of the indigestion in terms of ability to absorb some the vast amounts of financing. And just questioning that, what is the outlook for there? Some number of banks talked about the demand. I would say most banks are expecting about a trillion dollars of demand for AI financing per year over the next three years, but they're also expecting a multiply effect against that as some of that cascades down through through supply chains. So obviously, very, very big numbers in terms of demand. 

发言人1   21:42
The question is, look, is the supply there and what's gonna happen to spreads and what the return on some of this investment? You know, I think until there's some confidence around that, I think the market again is is going to be questioning what the capital market revenues look like for twenty seven and beyond. And that's been a very important driver to Operating leverage for those for these companies. 

发言人1   22:04
Uh, Richie, going to bring in geo boundary, who is head of of me in lation trading. G thanks for joining. So festival. 

发言人1   22:11
It's took about france ot bon spreads have widened materially given renewed french political and fiscal concerns. How much of the move do you see as a repricing of Francis medium term fiscal risk? This is positioning driven moves. 

发言人1   22:30
And what has been the feedback from your kind in conversations this week? Hi, thanks, adam. Ah yeah, it's interesting that I do get this question a lot. 

发言人1   22:39
How much is positioning? How much fundamental? My my view is that positioning only really played a limited role here. 

发言人1   22:46
I mean, so sure, similar move that we saw in the three year sector when acid spread flash aggressively around the end of september was made by stop. Most of them have fun, but otherwise a roman and bank coins are pretty underway. Phones that exactly what to tell me. 

发言人1   23:04
And this means two things. At number one, the recent options might have ended up in relatives. We can, but also that there is dry powder conformities account to buy. And we seen some of us, some around the south of last week. But I think there is there is more capacity there. 

发言人1   23:24
Um however, there there there is little doubt that the fundamental is very chAllenging here we're talking about point four percent growth in two thousand twenty six, five point focus and deficit. The primary baLance we estimate around two point the sense interested in two in a house just to stabilize that, that we estimate that you would need a primary baLance around plus one point two, which is a huge effort. Um so what was the catholic that trigger this widening? There wasn't just one single event, but I think a combination of higher global yield concerns around next year's election, of course um a nova shots of the initial budget target and and and finally fears of uh higher ison. 

发言人1   24:09
The next year also had a hung parliament and five governments of the last two years. So at the moment is very difficult to pass any form or even the budget. There is a presidential election in April made with seven, of course, um which will be followed by legislative elections. 

发言人1   24:26
Marine, the fan is the favorite, but the market is worried about the file leader jonet mental show. Uh, firstly, I think it's hard to see a scarrow and also wins. The presidency is still very divisive and at this stage it's difficult to imagine what he can do or or or even say is to broken his thoughts based a significantly. 

发言人1   24:48
And secondly, in order to get some stability, you the market at the student would would like to see a strong majority in in the parliament and at this stage only really the far right seems to be able to to win both um in the next will be a physically responsible actually marine. The pending came out last tuesday, h with a cisco plan, and that was really clearly targeted at international investor in the way he delivered, the way he spoke, think he talked about, and for a moment, the speech really seem to have stopped the hamburger. But the plan credibility is, and so fast, questionable, is very ambitious and expressive, been trading side ways, uh the immediate event from from from now until the end of the year, the budget, uh, the current proposal is for reduction and deficit to five defend. 

发言人1   25:41
But the growth assumption, the budget is that one percent, which looks optimistic. And we also estimate the deficit might end up at like pyo two percent if the growth aliza lower. Quite, it's not too this similarly to what we have this year, five point, five point four percent. 

发言人1   25:57
Also the filette process is very obvious. Uh, there is no consensus and and and the government will most likely end of using a combination of article forty nine three or ordinance of the end of the to put some things. Obviously nobody yet by december would be AA really negotiate advances in short. Um I think the market remained remained pretty unconvinced that very suspicion political wheel to turn the city around at the moment. And the writing move has now happened. 

发言人1   26:28
And we don't really expect large repricing either either way in the short term, but there will be pockets of volatility until we get more clarity on number one, each started programs and also their actual I think at at the moment, the Carry is in the fountain is is not an interesting say up to twenty twenty nine. It's quite attractive and for the moment, I think is still worth holding on to IT great to fine scheme. So just taking a step back and looking at rates. 

发言人1   26:59
Markets obviously have been um in front center of discussions we can in microarray this year. How should we think about the anti or the year to date rates move and where now for the long and OCPI and after last week's global rally well my bias is an inflation trader IT to decompose the move into between the real inflation and an enormous you um numeral rates in the US. Role around nineteen basis point this year and eighty five basis point of that have been just a radio move and only fine face point of inflation. 

发言人1   27:39
So break even in the valley, move in the in euro and and selling. The split is closer to fifty fifty, uh, but in the september cell really initially dominated. And so the snap back around two thirds of the way when the cracks started to appear, my insulation is that euro and third yield ds have been driven higher beyond fundamentals by bigler yield. 

发言人1   28:05
Um but it's hard to argue with the dollar move even that the strength of the economy, the strength of the economy and and and the growth picture in the U. S. Is is basic different. So that move in real is not unwarranted. But the spread with other dm was probably too tight and in the context I think you have break even also also looked too low as yield rose in september. 

发言人1   28:29
I guess we were all wondering, at least on european and death was what's going to break and and where and and now we know firstly, IT was the european serving spread with the winning of credit spreads and and mythical concerns that triggered the the first wave of rates rally LED by european rates for them. And secondly, this weekend, uh, there is an open question with respect to USA, I names. Uh in particular, those names were the most leveraged. 

发言人1   29:00
We saw the ready after the CPI。Um but if we take take accept, step back a little bit, I mean, I don't think that the AI trade is unraveling. Bell and exaggeration, the next down four percent on the high until two inten yesterday. 

发言人1   29:13
I still there is huge among of the technology. The all the books are full for the years become, uh, II struggled describe to this narrative that the AX trade might be in ravening. Perhaps what this show though is that there is a cap to how much rates can ride, and IT probably puts an end to the wild. 

发言人1   29:32
Speculation we heard of was the temple about US. Seven percent and beyond. I think I just narrows the distribution in the upside and and the upside in livability also should should, should to come now in second party. 

发言人1   29:46
Your question if we turn to AAC, P, I on wednesday and insulation data more broadly, i'm absolutely amazed by the market reaction that we saw. The U. S. Sensation numbers were the strongest with team in a while. 

发言人1   30:00
And I just not just driven by a one of these in a volatile tegor IT was very, very old days with we should be a concern for the bed. And it's also what the P, M, S. And other medium some indicators tell us. 

发言人1   30:13
There are inflationary pressures in the pipes. And so the market to ready back that way. I thought I thought we're just probably not back of AA bit too much, but IT shows how much um invest the best in US. 

发言人1   30:29
Watch this um AI trade um intense inflation. We also see a similar picture in europe and the UK. Um are the theses here is that most antis are bit too complacent about inflation. The next six to twelve month, yes, we're seeing very little in direct effect and no second round effects will find the data, but that's not really unusual. Like to take six months and category like food and goods. 

发言人1   30:56
So it's and even longer and devices as a as a policymaker, I think you might be able to wait until you see in direct effects of, let's say, higher energy and and and so I higher energy inflation in in inflation executing energy. But you certainly can't wait until you see second round of sex suit to react. Now those in direct effects that starting to show up are we saw in the US. 

发言人1   31:19
And we see that in in the european numbers as well um and central banks the right to react. So I think the OS markets here is is is the pricing is not sausage and and our forecast easily justify other three hikes across dollars selling and europe. So i'm surprised actually at this point that we're not pricing a little bit more high premium in, especially in in dollar in europe. 

发言人1   31:43
Thank you. Going to bring back in Christian mulgar stamen, now who is head of asset allocation research uh within GIR. Christian, welcome back to the GS. We can micro o call you are and your team is overweight equities in the near term. 

发言人1   31:59
What is giving you the confidence to stay progress at this point in this cycle? And what would make you turn more cautious? Yeah no, I think you're right. Um and just to be clear, we've literally just shifted over weed equities on a tactical horizon a few days ago. 

发言人1   32:14
We've actually been neutral over the summer um on a tactical rising just because we felt that the baLance between earnings tail winds, especially linked to to a capex and rates headwinds, was shifting a bit less favorable. I think that was, first of all, because you had all these AI capex related earnings being more and more discounted because of concerns on mean reversion, execution, risk leverage, kind of AR revenue uncertainty. But we feel there's much more discounted related to that. 

发言人1   32:45
And then obviously another element is um that that you have um. Rates starting to stabilize. The move index has peaked. 

发言人1   32:53
So rates volatility. So that gives us a bit more confidence that that tactically um the pictures looking bit Better. There's three things that really got us over the line. 

发言人1   33:03
First of all, EQ evaluations have directed materially um in the last few months. So if you look at MCA world twelve month formal PE ratio, they're down like twenty percent year today. So that's one of the biggest valuation devices you've seen um kind of without necessary an impending profit recession just to give you an instinct statistics. 

发言人1   33:23
But if you look at the next stack, the twelve former PEA show is more less back to the levels from q one twenty twenty three before uh ChatGPT was launch. So so I feel it's a significant valuation, the rating in particular attack space. And I think you see pretty much across the board the damage from the rate headwinds, uh, being also Better discount. 

发言人1   33:45
You have seen a bit of a setback and sickly cools rate sensitive parts coming under pressure. So to give you a sense of risk appetite indicator, which was at the elevated level throughout the year, is is negative, again, not deeply negative modestly. And but that's the first factor. 

发言人1   34:01
You have seen a decent amount of d rating and decline in risk appetite. Second factor is the cute q three earning seasons kicking off. And we do think at the margin, the earth picture remains very healthy. 

发言人1   34:13
So that, that makes us more confident to staying poor risk at this uh, point in a cycle. As I said earlier, the type of valuation, the rating we've had, Normally, you get ahead of impending profit recessions. And I think we don't really expect that at all. And the other thing to look at is that kind of hyper scales and AI productivity related names have actually start to see their valuations go up. So IT tells you that there is maybe a bit more optionality on AI applications and monetization, and we want to belong that auctioning because the market can Price that very quickly. 

发言人1   34:47
And the last reason why we're happy to be um uh kind of for risk at this point is, is really that we think that we are closer to the nominal growth peak um and and that should mean that rates uh should be closer to the peg as well. That's a tough of one on the very short horizon, uh, but I think into year and we do think that we are nearing the nominal growth, uh, kind of peak discussion and the inflation momentum at some point should turn more negative. So that's an incremental table in fall for equities. 

发言人1   35:20
Thanks, Christian. On a twelve month of view, you favor a baLanced portfolio for the first time in twenty twenty one and overnight bonds. How should we think about the anatomy of the year to date moves? What has changed in the mro and market backdrop to make bonds more more attractive? And the social investors think about the equity bond mix from here? Yeah, you exactly right. 

发言人1   35:47
I think really since all baLanced e research and twenty twenty one where we kind of said that sixty forty portfolio are unlikely to to deliver such a good shop ratio as they did in the previous cycle, I we've generally been trying to avoid uh, bond allocations and multi asset portfolios and and haven't been big fan of of duration, you could say and I think um the last time we temporarily upgraded bond, 请关注公众号思维纪要社，更多纪要请加V西安20210130。Which was um at the beginning of uh twenty twenty five uh we decided to immediately go back uh to to more neutral stone um uh uh uh kind of after and around liberation day. I think since then, you've seen bondifeller's a hundred basis points, and I think that's one of the call reasons here. 

发言人1   36:40
You've seen a major shift to the upper end of the range in the bond yields um that we're seeing um really since the coral crisis, since the GFC. And and I always say the three hundred average of the US ten year yellow is four point seven percent um so if you are currently at five point three, that is not a terrible level um to kind of think about um uh kind of at least a local peak obvious. Ly, we need to be mindful of momentum m and the drivers behind IT to your question. 

发言人1   37:09
So it's been very from and LED. It's been very much LED by real youths and and that tells you that it's a slightly different type bond cell of um to what we we've had in recent years. Um so it's more link to to to to kind of capital competition, the sickly good backdrop and at the sticky inflation falcon central banks um to to kind of fight a bit harder. 

发言人1   37:30
But what I would say earlier, what I said earlier with we got to the nominal growth peak um being closer uh uh to us, I think that should help this type of debate. So so I think like um uh we we feel that on the twelve motorized and h, there is a case for more baLance. And that baLance doesn't just come from from the bond market. 

发言人1   37:53
It's also the equity market. When you think about asset allocation, it's about relatively turn relative risk, coalition benefit and to return as as cash that determines how much you want to have an an acid. And and I think it's on the one that that bonds look at that Better um on these dimensions. 

发言人1   38:11
Um but but also equities in the coming quarters are dealing with falling earnings, small mental m and not to the extent that we're worried. I think levels of earnings growth are gonna healthy. But the fast and furious kind of backdrop of positive earnings revisions, very high earnings growth is likely to be behind us. 

发言人1   38:31
And that makes IT a bit easier for baLances portfolio to have a bit of the ration because the relative return of the relative risk um is a bit less um extreme, tilted towards equity. But what I would also say what we learned in the last few days is if there is an issue within AI and the bond market is actually quite responsive. And this was also something that pushed us over the line um to be a bit more constructed from a twelve months zon on bonds. 

发言人1   39:00
We are starting to see the higher rates weigh on growth pricing, and we seen this already in the summer, sick click versy offensives, selective credits, south n repress er in your area. And now more recently, and that's more important, AI you start to see really those higher rates way on level parts in the AI ecosystem. There's concerns about data center of financing. 

发言人1   39:24
There's concerns of all project finance. I think the capital competition with regards to AI debt h issuance has been already a bit of a speed limit. So putting this all together tells me that maybe the coalition benefit for a very AI and tech dominated equity market. 

发言人1   39:42
Um the coalition benefit from bonds has has the potential to to to come back a bit as well. So I think putting IT all together on the twelve month horizon, we indeed have shifted over weit bonds alongside all overweight equity. Were still underwear credit um to kind of uh uh completely allocation. 

发言人1   40:00
Um and I think importantly, on the three months horizon, we've been a bit more cautious, a bit more neutral on duration, a bit more focused on on short duration fixed income. So we were near term still see a bit of potential for entity rates. Thanks, Christian. Um found a question to you. How would um equity bond correlation shift if CPI continues to come in hot in the US. 

发言人1   40:24
Like you did last week? How do you feel about retire equity lower hedge for this scenario? Yeah no, I think that's exactly that tactical scenario that we're worried about like we in the middle of a background here where the market is sensitive to higher rates and IT always comes down to level speed and source of one diet increases. 

发言人1   40:47
And I think from a source perspective, as I mentioned, front and rear rates happen in deriving seed for most of the borne sell off. That's not the friendly kind of like bond sell off um uh unless you really generate a lot of growth optimism alongside dead, which which as I mentioned that, that has started to reverse. So I think like front and rear ate let kind of increases in bond ods, which are often linked to monetary policy, they're not easy to address for equity. 

发言人1   41:15
Um then you have to consider a speed. Um I think, uh, we are really in the danger zone. We are like two standard deviations over three months in terms of how much much more deals have gone up. 

发言人1   41:26
And that usually is a period where you have indigestion for equities. And the last things, the level, and that's the most important, we had a lot of debates with investors. What is the level when equities crack? And I think that level is a moving target. IT depends of IT on on the other two factors like the drivers in terms of speed and source um but I would say that we have enough evidence right now about the damage and the need the surface with an actives um in redit but also more recently in the AI echo system that I would say that at least locally, we might find the peak very soon with regards to what type of level of bd deals activities can digest. 

发言人1   42:07
So that means that this type of uh retire equalities lower type patch could be very useful into year and and in particularly the next few weeks where you are facing the midst elections, potential medal east war, uh kind of tensions that are escalating, you have uh energy Prices still a kind of trending highest ally. We find products and gas and and obviously the AI capital competition um is is the lingering in the background. There's a lot of free committed capital that needs to be finance. 

发言人1   42:39
So so I think the risk that you are having a few more episodes um into year and and in particular the next few weeks of rates higher, equities um lower, I think is quite high. So from that perspective, these type of trades they can really protect a baLance for folio into next year. Thanks, Christian. Thanks to all our speakers this week, you know as always, thanks to our clients for joining us. We will be back next weekend where in the the GS week micro o call, good look in the markets next week. 
