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Political positioning, from pessimism to optimism

In light of the current dominance of

political news, it is noticeable how 100%
differently long-term investors are
positioned.

Pessimism on the EUR remains and
investors have quickly moved to an
underweight in French equities too.

75%

In the UK, investors have been more
sanguine. Squaring their short in GBP
and remaining neutral on UK equities.

50%

While investors remain optimistic on
US assets, in both the US dollar and
US equities, although how much of
this reflected relative fundamentals
rather than politics is debatable.

Institutional investor holdings (percentile)

25%

0%
EUR French equities GBP UK equities usD US equities

Source: State Street Global Markets, data as of 2" July 2024

Information Classification: General 2 5 STATE STREET



Harris the chosen one?

Following the disastrous debate for Odds of securing Democratic Presidential nomination
President Biden just over a week ago, ——Biden ——Harris Newsom Whitmer M. Obama
speculation over whether he will remain 90 -

in the race is rife. According to betting

markets, VP Harris is the clear favourite 80 1

to step up if President Biden decides not

to run. Predictlt has the odds of her 70

securing the Democratic nomination at 60 |

41% now, equal with that of President

Biden. Of the others, Governor Newsom 50 -

is on 8%. Michelle Obama meanwhile is at

9% and Michigan Governor Whitmer at 40 1

6%. It seems that the most likely way that

VP Harris would gain the nomination is if %

President Biden gifts his electoral votes 20

to her. However, it is possible there is an

open convention where any other 10 M%W
candidate can run. Watch this, very
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Source: State Street Global Markets, Bloomberg, Prediclt
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The Trump Il Variables to Watch

—MOVE ——10y Inflation Swap, rhs %

220 - 3.40
Following last week’s Presidential debate,
the likely winning trades were Donald 200
Trump to win a second term came into 320
view - US rates and breakevens rose, 180
curves bearishly steepened. Trump'’s policy L 500
aims are seen as inflationary. The pertinent 160
questions for markets are: 1) Will be
deliver? and 2) What would the Fed do 140 4 | - 2.80
about it? For the latter answer, look to lh | ,
inflation expectations. The risk of de- 120 .l [ {d " L 5 60
anchoring post COVID was stopped by an ‘ ' A ' ,‘
aggressive Fed hiking cycle. A 100 ~# " \
discontinuous rise back to the 2022 highs [ 240
would surely turn a few heads. So far, that 80
hasn’'t happened, nor is it confirmed by L 500
substantially higher rate volatility. But 60
watch this space.

40 | 7 7 v 7 2.00
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Source: State Street Global Markets, Bloomberg
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Inflation Uncertainty

Truncated (7.05 is last)
4.50 - - 3.80

The University of Michigan survey

records the standard deviation of 5- 3.50 | - 3.60
10y inflation estimates. The graph

shows the 12-month moving average L 340
of that standard deviation is linked to 250 -

term premium. For the purposes of the

UofM Inflation Uncertainty (Std of 5-10y expectations

S
. . . . 2 - 3.20
chart, the inflation series is truncated. E ‘ | g
The latest reading is 7.05, which is way a M E
off the chart. Meanwhile, term premium k2 \ - 3.00
has remained low. At the minimum this 0.50
is a risk factor for a higher term A\4 . - 2.80
premium going forward. ' ' \“, '
-0.50 - '4 w 060
-1.50 - = 2.40
'00 '04 '09 14 19 ‘24

Source: State Street Global Markets, Bloomberg
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Green Energy and Presidents

mmm President Trump mmm President Biden
——Nasdaq Clean Energy Index, log scale =~ =10y Treasuries,%, inverted (rhs)
Clean Energy stocks are seen as potential 0
casualties should Trump get re-elected.
We disagree! 0 { )
Green Energy stocks have fared far better
during Trump’s first presidency than
Biden’s, despite the latter's green 6.5 2
credentials. Indeed, we find that interest
rates are far better predicter performance 3
of those (very capital intensive/interest 6.0 -
rate sensitive) stocks.
4
55 -
|
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Source: State Street Global Markets, Bloomberg
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Is Term Premium linked to the Unemployment rate?

For the past 30-years US Treasury term
premium as measured by the Adrian,

Crump & Moench (ADMTP10) has moved o 0
in synch with the unemployment rate. o r 3.50
There is a certain logic for this L 300
relationship. During periods of rising o .
unemployment, economic uncertainty g 250
increases, which is reflected by a higher £ , ‘ - 200 £
term premium. The last time the % e 5
unemployment rate was above 4.0% was B . | ' ;
November 2021. If the U3 rate does surge g - 1.00 O
above 4.0 and the Fed decides to begin a 0 | | | 050
rate cutting cycle, this measure of term l
premium should increase. But would it A  0.00
necessarily mean a higher 10-year yield or 7 \ L 050
just a steeper curve? I

3 v v v L -1.00

'92 '99 ‘06 13 '19 '26

Source: State Street Global Markets, Bloomberg
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Inflation, an average year after all

Progress on inflation has been bumpy so far
in 2024, but PriceStats points to a
smoother ride over the summer.

PriceStats rose only 3bps in the month of
June (nsa), the second consecutive month
in which inflation momentum has been
below seasonal averages.

This softer recent trend has been sufficient
to bring the path of inflation back into line
with the average trend seen over the past
decade.

Assuming last August’'s energy shock is not
repeated, such a benign run rate below
seasonal norms will see the PriceStats
annual inflation rate fall comfortably below
2% once again.
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Investors shy away from cash underweight

State Street’s institutional investor
indicators showed that investors
baulked at allowing their allocations
to cash fall below their long-run
average in June.

After reaching an eleven-month low
at the end of May, cash holdings
rose by almost 0.9% in June, the
largest re-allocation to cash since
the energy spike last August.

The move to cash came almost
equally at the expense of equities
and bonds and demonstrates that
investors are becoming more wary of
the investment environment in the
face of evolving macro and political
risks.
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Could a strong current account save the yen?

Japan Current Account excl. Secondary Income
JPY, trillion

50
Japan's current account surplus rose to a

record high in 2023. A large current 40
account surplus is usually driven by trade,
but things are different in Japan, where the
surplus is mainly driven by the primary 2

income balance from FDI and portfolio
investments. 1 I I
The high CA surplus creates an illusion of B I I

30

o

o

o

JPY strength, but the large yield differential

between US and Japan suggests that -10

Japanese investors may fear to convert 220
foreign investments back to the yen, which
creates a vicious cycle for the currency. -30
8583838858328 2eereegayge
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Source: State Street Global Markets, Ministry of Finance Japan.
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The continuing search for China’s consuming passion

Later this month, China’s political, economic
and military leadership gathers for the Third
Plenum. Reform expectations are high
following recent comments from President
Xi on “a series of major measures” to
support growth.

However, prospects for (supply-side)
reforms might not put the Chinese economy
on a sustainable growth path absent
structural changes that spur consumer
demand. This remains a missing piece of the
growth puzzle: comparative analysis with
developed and other major emerging
markets note higher consumption and lower
savings levels elsewhere. Efforts to stoke
domestic demand conditions, first touted in
the pre-Xi administration over a decade
ago, remain an essential work in progress.
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Disclaimers and Important Risk Information [2024.01]

This communication is provided only to professional clients or eligible counterparties or their equivalent by State Street Bank and Trust Company or, where applicable and permissible, its bank and non-bank affiliates (“State Street”). State Street Bank and Trust Company is
authorized and regulated by the Federal Reserve Board, registered with the Commodity Futures Trading Commission as a Swap Dealer, and is a member of the National Futures Association. State Street Bank International GmbH (“SSBI”) is regulated by the European Central Bank
(“ECB”), the German Federal Financial Supervisory Authority (“BaFin”) and the Deutsche Bundesbank. Details about the extent of SSBI's regulation by the ECB, the BaFin and Deutsche Bundesbank are available from us on request. Products and services described herein may not be
available in all jurisdictions or through all State Street entities. Activities described herein may be conducted from offshore. Information provided is of a general nature only and has not been reviewed by any regulatory authority.

This communication is intended for general marketing purposes, and the information contained herein has not been prepared in accordance with legal requirements designed to promote the independence of investment research. It is for clients to determine whether they are
permitted to receive research of any nature. Market commentary provided by trading desks is not investment research. This communication is not intended to suggest or recommend any transaction, investment, or investment strategy, does not constitute investment research, nor
does it purport to be comprehensive or intended to replace the exercise of an investor's own careful independent review and judgment regarding any investment decision.

This communication is not intended for retail clients, nor for distribution to, and may not be relied upon by, any person or entity in any jurisdiction or country where such distribution or use would be contrary to applicable law or regulation. This communication or any portion hereof
may not be reprinted, sold or redistributed without the prior written consent of State Street. This communication and the information herein does not constitute investment, legal, or tax advice and is not a solicitation to buy or sell securities or any financial instrument nor is it
intended to constitute a binding contractual arrangement or commitment by State Street of any kind. The information provided does not take into account any particular investment objectives, strategies, investment horizon or tax status.

The views expressed herein are the views of State Street as of the date specified and are subject to change, without notice, based on market and other conditions. The information provided herein has been obtained from sources believed to be reliable at the time of publication,
nonetheless, we make no representations or assurances that the information is complete or accurate, and you should not place any reliance on said information. State Street hereby disclaims any warranty and all liability, whether arising in contract, tort or otherwise, for any losses,
liabilities, damages, expenses or costs, either direct, indirect, consequential, special, or punitive, arising from or in connection with any use of this document and/or the information herein.

State Street may from time to time, as principal or agent, for its own account or for those of its clients, have positions in and/or actively trade in financial instruments or other products identical to or economically related to those discussed in this communication. State Street may
have a commercial relationship with issuers of financial instruments or other products discussed in this communication.

This communication may contain information deemed to be forward-looking statements. These statements are based on assumptions, analyses and expectations of State Street in light of its experience and perception of historical trends, current conditions, expected future
developments and other factors it believes appropriate under the circumstances. All information is subject to change without notice.

Participating in trading any financial instrument, including but not limited to foreign exchange, equities, futures, fixed income or derivative instruments, or investments in non-liquid or emerging markets, or digital assets, or participating in securities lending, repurchase transactions
or other collateral services present risks, which may include but are not limited to counterparty, collateral, investment loss, tax, and accounting risks. Where applicable, returns may increase or decrease as a result of currency fluctuations. Derivatives may be more volatile than the
underlying instruments. Certain foreign exchange business, including spot and certain forward transactions, may not be regulated in all jurisdictions. Past performance is no guarantee of future results.

Please contact your State Street representative for further information.

To learn how State Street looks after your personal data, visit: https://www.statestreet.com/utility/privacy-notice.html.
© 2024 State Street Corporation — All Rights Reserved
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Australia: This communication is provided to wholesale clients by State Street Bank and Trust Company (Australian Business Number 70 062 819 630, Australian Financial Services License 239679).

Brazil: The products in this marketing material have not been and will not be registered with the Comisséo de Valores Mobilidrios - the Brazilian Securities and Exchange Commission ("CVM"), and any offer of such products is not directed to the general public within the Federative Republic of Brazil ("Brazil"). The information contained in this marketing
material is not provided for the purpose of publicly soliciting investments from investors residing in Brazil and no information in this marketing material should be construed as a public offering or unauthorized distribution of the products within Brazil, pursuant to applicable Brazilian law and regulations.

Israel: State Street Bank and Trust Company is not licensed under Israel’s Regulation of Investment Advice, Investment Marketing and Portfolio Management Law, 1995. This communication may only be distributed to or used by investors in Israel which are “eligible clients” as listed in the First Schedule to Israel’s Regulation of Investment Advice,
Investment Marketing and Portfolio Management Law 1995.

Japan: This communication is made available in Japan by State Street Bank and Trust Company, Tokyo Branch, which is regulated by the Financial Services Agency of Japan and is licensed under Article 47 of the Banking Act.
Oman: State Street Bank and Trust Company is not a bank or financial services provider registered to undertake business in Oman and is not regulated by the Central Bank of Oman or the Capital Market Authority.
Qatar: The information in this communication has not been reviewed or approved by the Qatar Central Bank, the Qatar Financial Markets Authority or the Qatar Financial Centre Regulatory Authority, or any other relevant Qatari regulatory body.

Singapore: This communication is made available in Singapore by State Street Bank and Trust Company, Singapore Branch (“SSBTS"), which holds a wholesale bank license by the Monetary Authority of Singapore. In Singapore, this communication is only distributed to accredited, institutional investors as defined in the Singapore Financial Advisers Act
2001 (“FAA") and its regulations. Note that SSBTS is exempt from Sections 27 and 36 of the FAA. When this communication is distributed to overseas investors as defined in the FAA, note that SSBTS is exempt from Sections 26, 27, 29 and 36 of the FAA. This advertisement has not been reviewed by the Monetary Authority of Singapore.

South Africa: State Street Bank and Trust Company is authorized in South Africa under the Financial Advisory and Intermediary Services Act, 2002 as a Category | Financial Services Provider; FSP No. 42671.
United Arab Emirates: The information contained within this communication is not intended to lead to the conclusion of any contract of whatsoever nature within the territory of the United Arab Emirates.

United Kingdom: State Street Bank and Trust Company is authorised and regulated by the Federal Reserve Board of the United States, authorised by the Prudential Regulation Authority (“PRA”) and subject to regulation by the Financial Conduct Authority and limited regulation by the PRA. Details about the extent of our regulation by the PRA are
available from us on request.

State Street Bank International GmbH is authorised and regulated by the European Central Bank and the BaFin, deemed authorised by the Prudential Regulation Authority, and subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details of the Temporary Permissions Regime, which allows
EEA-based firms to operate in the UK for a limited period while seeking full authorisation, are available on the Financial Conduct Authority’s website.
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