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Getting physical

As software stocks shed roughly $1 trillion in market value in February, investor attention swung

toward capital intensive businesses with durable physical assets, captured by the acronym
HALO: "heavy assets, low obsolescence.” These companies are seen as being less vulnerable to
Al driven disruption, and in some cases, Al may even enhance their scale and profitability.
Utilities, energy producers, materials companies, chipmakers, miners, and heavy manufacturers
have all benefited from this rotation, as industries rooted in hard assets regained favour after
years of lagging behind asset light technology firms. Their appeal lies in the difficulty of
replicating such operations: building mines, refineries, plants, and fabrication facilities requires

substantial capital, long lead times, and specialised expertise.

Defense and energy companies are also drawing renewed interest, not only because of their
capital heavy profiles but also due to escalating geopolitical tensions and ongoing turmoil in the
Middle East, which continues to disrupt the flow of oil and gas. Brent crude has climbed by
roughly 40% following the outbreak of conflict, while European natural gas prices have also shot
up. These moves reflect fears of prolonged supply interruptions, particularly shipments through
the Strait of Hormuz, a critical artery for global energy trade, as well as production losses

elsewhere across the region.

The chief risk is that the conflict brings prolonged disruptions to global energy markets and
renewed inflationary pressures, which in turn may delay, derail, or even reverse the anticipated
monetary easing by major central banks. Major importers of crude, most heavily concentrated
in Europe and Asia, remain particularly exposed to price shocks, a vulnerability reflected in the

steep declines seen across national equity indices. By contrast, the US, now a net exporter of



oil, has so far experienced more contained market losses.

Fixed income markets show similar divergences. While bonds came under pressure, US inflation
expectations remained relatively anchored, whereas European expectations climbed sharply,
pushing long term yields higher as inflation fears overshadowed safe haven flows. For now,
markets are focused squarely on inflation rather than on the potential drag from energy driven
growth shocks; this is reflected in stable credit spreads. Should concerns rotate toward growth,

spreads could widen, and yield curves move lower.

MACROECONOMIC OUTLOOK

Global growth is expected to hover around 3% this year, broadly in line with the long-run
historical average. Developed economies are expected to settle into a phase of low but positive

growth, while China remains a key contributor to global expansion, even as it slows structurally.

Fallout from the conflict in the Middle East is set to deliver a larger hit to European and Asian
economies than to the US, which remains partially insulated thanks to its sizeable domestic
energy sector. Indeed, the US has been a net exporter of natural gas since 2017 and of oil since
2020, meaning its energy industry benefits from higher prices, even though middle- and lower-
income households - already under pressure - will be hit by rising gasoline costs. President
Trump has warned that the conflict could span several weeks, opining that $100 crude was “a

very small price to pay” for “safety and peace.”

Prior to the conflict, the US economy had already begun to cool: Q4 GDP grew just 1.4%, down
from 4.4% and below the 3% consensus. Yet the slowdown looks less severe once one factors in
the prolonged government shutdown, estimated to have shaved nearly one percentage point
off growth. Consumption appears increasingly fragile, propped up by a declining savings rate
(currently just 3.6%), while fixed investment remains resilient, especially in intellectual property

products and equipment.

Inflation risks persist. While headline inflation eased to 2.4% in January, the deceleration largely
reflects base effects. Producer prices rose 3.6% YoY, driven in part by tariffs on imported
materials, prompting firms to raise prices to protect margins. These pressures are likely to filter
into consumer inflation in coming months, reinforcing the Fed's pivot back toward prioritising
price stability. Markets currently anticipate two additional rate cuts this year, but a sustained

rise in oil and gas prices could delay or reduce the scale of easing.

This is even more concerning for Europe, where energy dependencies make inflation more
responsive to supply shocks. Interest rate swap markets now imply nearly a 50% probability of
an ECB hike, signalling renewed anxiety over rising energy costs. Policymakers face a difficult

trade off: higher inflation argues for tighter policy, while weaker growth argues for caution. GDP



is expected to grow 1.2% in 2026, down from 1.4% in 2025.

Recent PMI figures show a modest improvement, with the Composite PMI rising to 51.9 as
manufacturing returned to expansion. But momentum remains fragile, constrained by weak
external demand, longstanding productivity issues, and competitive pressure from both a

stronger euro and cheaper Chinese imports.

China, which imports roughly three quarters of its crude—with much passing through
Hormuz—does have guardrails: larger strategic stockpiles, the ability to curb refinery exports,
and scope to lean more heavily on Russian supply. At the annual Two Sessions, Beijing
announced a lower GDP target of 4.5%-5%, the lowest since 1991, as it shifts toward

“quality first” growth amid deflationary pressures and unresolved trade tensions with the US.
The government reaffirmed its pursuit of technological self reliance, prioritising Al, quantum

computing, 6G, humanoid robotics, and nuclear fusion, further underlining the fact that

US-China technological competition remains a structural force shaping global markets.

INVESTMENT STRATEGY

Few asset classes have been insulated from the conflict driven volatility. Even gold, typically a
safe haven asset, saw a pullback, highlighting the broad based nature of recent de risking.
Against this backdrop, we have adjusted our investment positioning to both manage risks and

capture emerging opportunities.

1. FXand Equity Allocation Adjustments

At the onset of the conflict, the US dollar strengthened as investors fled to safety and unwound
USD shorts. We used this move to further reduce USD exposure, reallocating a portion of our
core US equity position into euro-hedged equally weighted US equities. We view the dollar as
increasingly vulnerable to abrupt White House policy shifts and to a broader global push for
diversification away from US assets. The adjustment also reduces concentration in mega cap

tech names facing heightened scrutiny over Al driven disruption.

2. Regional Allocation

We switched our Euroland exposure to broader Europe to enhance diversification and gain
exposure to key non euro markets with particular focus on increasing positions in large UK

energy names, which stand to benefit disproportionately from elevated oil and gas prices.



3. Credit positioning

We exited our position in US High Yield bonds, moving the proceeds to cash. Beneath headline
performance, dispersion in high yield has increased, with visible stress in loans, private credit,
and lower rated segments (CCC/B). While the macro backdrop remains broadly supportive, we

prefer to trim risk at this time.

4. Further reduction of duration

We trimmed our European Sovereign holdings once more, noting that inflation risk is clearly
eclipsing the safe-haven narrative in the Eurozone, as was the case after the onset of the war in
Ukraine. Rates had been trending lower before the attack on Iran on the back of Al and private
credit concerns and we considered European sovereigns as overvalued given the backdrop of
an improving European economy. So even taking the Iran impact on the bond prices out of the

equation, we see a 10Y bund yield of around 2.85% closer to fair value.

5. Equity Sector Adjustments

IT Software — downgraded to Neutral | IT Hardware & Semiconductors — Positive

Software stocks have stabilised from the February selloff but remain volatile amid ongoing
concerns about Al disruption and valuation resets. In contrast, hardware and semiconductor
names continue to benefit from acute memory chip shortages and strong Al related demand,

reinforcing the “Getting Physical” theme as capital intensive tech regains leadership.

EUR Consumer Discretionary — Negative

Luxury remains weak due to soft Chinese demand, while the European auto sector continues to

struggle.

Energy — upgraded to Neutral

Elevated geopolitical risk supports energy producers, but sustainability depends on the duration

and depth of the conflict.

Sector preferences



NEGATIVE NEUTRAL POSITIVE

Real Estate Healthcare IT hardware
Consumer Discretionary Materials Utilities
Consumer Staples EUR Communication Services Industrials
IT software EUR Financials
Energy US Communication Services

US Financials

In a world defined by supply chain fragility, energy insecurity, and accelerating Al disruption,
market leadership increasingly appears to be shifting back toward physical assets, real
infrastructure, and the companies that build and power them. With it still unclear as to how
software and other capital light sectors will fare, we see a general shift towards energy
producers, industrials, hardware manufacturers, and other HALO aligned businesses whose

value is grounded in tangible assets rather than in code alone.

Lionel De Broux Jade Bajai
Group Chief Investment Officer Senior Investment Strategist



Disclaimer

All financial data and/or economic information released by this Publication (the "Publication”); (the “Data” or the “Financial data and/or economic
information”), are provided for information purposes only, without warranty of any kind, including without limitation the warranties of
merchantability, fitness for a particular purpose or warranties and non-infringement of any patent, intellectual property or proprietary rights of any
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the sequence, accuracy, adequacy, legality, completeness, reliability, usefulness or timeless of any Data. All Financial data and/or economic
information provided may be delayed or may contain errors or be incomplete. This disclaimer applies to both isolated and aggregate uses of the
Data. All Data is provided on an ‘as is” basis. None of the Financial data and/or economic information contained on this Publication constitutes a
solicitation, offer, opinion, or recommendation, a guarantee of results, nor a solicitation by the Bank of an offer to buy or sell any security, products
and services mentioned into it or to make investments. Moreover, none of the Financial data and/or economic information contained on this
Publication provides legal, tax accounting, financial or investment advice or services regarding the profitability or suitability of any security or
investment. This Publication has not been prepared with the aim to take an investor’s particular investment objectives, financial position or needs
into account. It is up to the investor himself to consider whether the Data contained herein this Publication is appropriate to his needs, financial
position and objectives or to seek professional independent advice before making an investment decision based upon the Data. No investment
decision whatsoever may result from solely reading this document. In order to read and understand the Financial data and/or economic information
included in this document, you will need to have knowledge and experience of financial markets. If this is not the case, please contact your
relationship manager. This Publication is prepared by the Bank and is based on data available to the public and upon information from sources
believed to be reliable and accurate, taken from stock exchanges and third parties. The Bank, including its parent,- subsidiary or affiliate entities,
agents, directors, officers, employees, representatives or suppliers, shall not, directly or indirectly, be liable, in any way, for any: inaccuracies or
errors in or omissions from the Financial data and/or economic information, including but not limited to financial data regardless of the cause of
such or for any investment decision made, action taken, or action not taken of whatever nature in reliance upon any Data provided herein, nor for
any loss or damage, direct or indirect, special or consequential, arising from any use of this Publication or of its content. This Publication is only valid
at the moment of its editing, unless otherwise specified. All Financial data and/or economic information contained herein can also quickly become
out-of- date. All Data is subject to change without notice and may not be incorporated in any new version of this Publication. The Bank has no
obligation to update this Publication upon the availability of new data, the occurrence of new events and/or other evolutions. Before making an
investment decision, the investor must read carefully the terms and conditions of the documentation relating to the specific products or services.
Past performance is no guarantee of future performance. Products or services described in this Publication may not be available in all countries and
may be subject to restrictions in some persons or in some countries. No part of this Publication may be reproduced, distributed, modified, linked to
or used for any public or commercial purpose without the prior written consent of the Bank. In any case, all Financial data and/or economic
information provided on this Publication are not intended for use by, or distribution to, any person or entity in any jurisdiction or country where
such use or distribution would be contrary to law and/or regulation. If you have obtained this Publication from a source other than the Bank

website, be aware that electronic documentation can be altered subsequent to original distribution.

As economic conditions are subject to change, the information and opinions presented in this outlook are current only as of the date indicated in
the matrix or the publication date. This publication is based on data available to the public and upon information that is considered as reliable. Even
if particular attention has been paid to its content, no guarantee, warranty or representation is given to the accuracy or completeness thereof.
Banque Internationale a Luxembourg cannot be held liable or responsible with respect to the information expressed herein. This document has
been prepared only for information purposes and does not constitute an offer or invitation to make investments. It is up to investors themselves to
consider whether the information contained herein is appropriate to their needs and objectives or to seek advice before making an investment
decision based upon this information. Banque Internationale a Luxembourg accepts no liability whatsoever for any investment decisions of
whatever nature by the user of this publication, which are in any way based on this publication, nor for any loss or damage arising from any use of
this publication or its content. This publication, prepared by Banque Internationale a Luxembourg (BIL), may not be copied or duplicated in any form

whatsoever or redistributed without the prior written consent of BIL 69, route d’Esch 1 L-2953 Luxembourg | RCS Luxembourg B-6307 i Tel. +352
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