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THE LANDING PROCESS
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Our 2023 Investment Outlook, published back in December, was entitled “Preparing for
landing”. As central banks tighten monetary policy to bring down inflation, the key question is
whether they will be able to achieve a soft landing for their respective economies in the form of
a mild recession, no major spike in unemployment and just enough demand destruction to curb

inflation.

Standing at the midpoint of 2023, the landing process has begun, most notably in the US where
we expect a mild recession later this year. Europe’s economy has received some tailwinds from
fiscal support, the avoidance of an energy crisis and supply chain improvements, but this has
not been enough to prop up its manufacturing sector. As a result, we are seeing strong
heterogeneity across countries, with Germany already in recession while economies that rely
more on services are in better shape. Later in the year, Europe may receive a helping hand from
China - if and when its reopening fully materialises - given that this is one of its key export
destinations. Indeed, China offers a glimmer of hope for the world economy in that it is an
outlier in the global tightening cycle. Moreover, its economic take-off following the end of zero-
Covid policies could just be getting underway at a time when momentum is flagging elsewhere

amid tighter financial conditions.

At present, taking an aerial view of the investment landscape leaves a conflicting picture that is
frustrating for bears and bulls alike. Headline inflation is cooling, but the majority of developed
market central banks are grappling with a shared problem: core inflation is proving stickier than
expected and remains well above their 2% targets. Growth is clearly in descent from post
pandemic highs but labour markets are extremely tight and consumer spending has remained
relatively resilient. Corporate earnings are coming in above expectations but falling from an

absolute perspective, and fear about the remainder of the year dominates. Banking turmoil -



which resulted in the collapse of three high-profile financial institutions - has stabilised, but we
are nearing the end of central bank hiking cycles and tighter credit conditions are starting to

bite. We will only know if they have tightened too much after the fact.

Markets are struggling to decide whether the glass is half full or half empty. They keep falling
back into the habit of assuming that market stress or rising recessionary risk will compel the Fed
and other central banks to start cutting rates soon, only for a strong datapoint to make them
second guess themselves. Central banks, on the other hand, are still assessing whether rates
will need to stay higher for longer, cognisant that they cannot yet declare victory in their battle
against inflation. If market optimism about rate cuts is left to flourish, it could cause financial
conditions to loosen, undoing some of their progress on fighting inflation so far. Moreover,
policymakers are eager to avoid a repeat of the 1970s when stop-and-go Fed policies resulted

in an inflationary spiral that took years to stub out (Appendix 1.1).

The fact that the market-implied policy pathway still diverges from that which policymakers have
laid out in their forward guidance leaves room for disappointment and financial market volatility.
This, alongside dimming global growth prospects and a lack of certainty as to whether the
landing will be soft or hard, is determining our defensive portfolio positioning as we move into

the second half of the year
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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
party, and are not intended for trading purposes. Banque Internationale a Luxembourg SA (the “Bank”) does not guarantee expressly or impliedly,
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
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