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Following a busy few weeks, this week was fairly light in terms of data and macro events. Markets
took the opportunity to consolidate, and to focus on the earnings season that has just begun—
especially in anticipation of the big names in technology releasing earnings next week.

Highlights

= The Fed’s Beige Book revealed a number of things, which on balance suggest an ongoing
economic slowdown after a decidedly strong and above-expected first quarter.

= The final release of Q1 GDP should be around 2.5% annualized growth in real terms.

= 87 S&P 500 index companies reported their earnings, with an average earnings surprise of
+5.3% and average sales surprise of +1.9%. Of the 87 companies, 66 (76%) delivered positive
earnings surprises with most of these positive surprises taking place in the consumer
discretionary sector (around +20.0%).

= Technology was the only sector to-date to deliver on average a negative earnings surprise
(-11.9%).

Markets & Macro | A slowly, but most likely surely, economic slowdown

“Credit Focus on the US debt ceiling grows.

volumes This week, there were some data releases in the US—but they sent slightly mixed signals. We

an df therefore take a look at the release of the Federal Reserve's Beige Book (published Wednesday),
emand for

credit fell, to summarize and describe the state of the US economy:

and lending e Both consumption and manufacturing activity remained stable or declined slightly, as did

standards transportation and residential housing;

:Ye}rli d e Activity remained roughly stable, with nine districts indicating unchanged or little change and
ightene

ingﬁve just three districts showing moderate growth;

areas...” e Credit volumes and demand for credit fell, and lending standards were tightened in five areas,

with particular mention from New York state;

e Job creation has declined, with many districts reporting a less tight labor market and an increase
in labor supply. Wage pressures have also decreased (this confirms what we are seeing across
other labor market indicators, such as jobless and continuing claims, which point to a slowdown
in the labor market);

e Good news on the price front, which continues to fall, in most of the districts analyzed.
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“The US
Treasury
should run
out of funds
as early as
June,
whereas
previously it
was
estimated
that the
deadline
would come
in
September.”

“In absolute
terms,
however, the
index is
reporting
the largest
year-on-year
decline in
earnings
since Q2
2020.”

Figure 1: Year-to-Date Performance of Major Indices
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Source: Bloomberg, as at April 21, 2023. Performance figures in indices' local currencies.

Our view: The balance, thus far, seems to be that of an ongoing economic slowdown after a decidedly
strong and above-expected first quarter, which should see the final release of Q1 GDP (released next
week) around 2.5% annualized growth in real terms.

On the other hand, the focus on the debt ceiling continues to grow after the US Treasury released data
on tax payments that were significantly lower than expected. The Treasury should run out of funds as
early as June, whereas previously it was estimated that the deadline would come in September. Now,
this is certainly not the first time that the US would come close to the brink of default, and usually the
political conflict is resolved with a watered-down compromise. However, this matter is always used as a
blackmail tool and wall-to-wall can end up unnerving the market—as happened not too long ago in
August 2011, when volatility exploded, partly due to low summer liquidity.

Equities | Waiting for Godot...

Big Tech guidance in the spotlight next week.

In a week relatively void of economic data, the Q1 earnings reports took center stage. According to
Bloomberg, 87 S&P 500 index companies reported their earnings as of Friday, with an average earnings
surprise of +5.3% and average sales surprise of +1.9%.

Of the 87 companies, 66 (76%) delivered positive earnings surprises with most of these positive
surprises taking place in the consumer discretionary sector (around +20.0%). Technology was the only
sector to-date to deliver on average a negative earnings surprise (-11.9%). On balance, the earnings
season has, so far, been fairly positive with the magnitude of earnings beats coming in higher relative to
the last four quarters. In absolute terms, however, the index is reporting the largest year-on-year decline
in earnings since Q2 2020.
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“We expect
next week
to be very
dynamic
with 180
S&P 500
index
companies
scheduled
to report
their Q1

earnings...”

“With
investors
seemingly
reluctant
to decide if
signs of
labor
market
weakness
are
positive or
negative,
we expect
markets to
focus
intently on
the
guidance
of Big
Tech...”

One notable report for the week came from Procter & Gamble (PG US), which gave some interesting
insight into consumer behavior. P&G delivered a solid beat and raised its 2023 sales guidance. Net sales
for Q1 were up 4%, with organic sales up 7%. Volumes, however, fell 3% for the fourth consecutive
quarter as cost-sensitive consumers opted for cheaper alternatives. A 10% year-on-year price increase
helped offset that volume decline. Management noted, however, that volumes are improving from last
quarter; in the US volumes increased and are beginning to pick up in China.

Figure 2: Average Sales and Earnings

Source: Bloomberg, as at April 21, 2023.

Our view: Since the beginning of April, the S&P 500 index has been range bound between the 4,056
and 4,133 levels, and unable to break out of the psychologically-important 4,200 level. Meanwhile, the
CBOE Volatility Index (VIX) is at its lowest level since late 2021. We expect next week to be very
dynamic with 180 S&P 500 index companies scheduled to report their Q1 earnings, including Alphabet,
Microsoft, Visa, Meta and Amazon.

Semiconductor companies and semiconductor equipment manufactures’ Q1 reporting season raised
more concerns than hope. ASML’s solid print was overshadowed by order book lumpiness, suggesting
that customers might be looking to cut their CapEx. TSMC pushed out their expectation of the sector’s
inventory rebalancing to Q3 of this year instead of Q2. This warning came on the heels of IDC’s gloomy
estimate for PC sales in Q1; 29% worldwide shipment contraction, with Apple faring the worst with a
40.5% year-on-year drop.

With investors seemingly reluctant to decide if signs of labor market weakness are positive for equities
(as it suggests a reduced chance of further rate hikes), or negative (as it also suggests a higher chance of
a recession), we expect markets to focus intently on the guidance of Big Tech and to look for
confirmation of their earnings resiliency. Microsoft, we think, will be particularly important with
Artificial Intelligence expectations lately overriding the reality of softer demand, especially in PC sales.
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Week Ahead | Key events to watch for

e It will be a heavy week with both macro data and corporate earnings (with almost all the
Big Techs reporting).

e In Europe there will be inflation data; in Japan the central bank reunites, and there is a
possibility that the new governor will make some innovative decisions.

e In the US, first quarter GDP, and Employment Cost Index and consumer confidence will

be published.
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**Please note that any views expressed herein are those of the author as of the date of publication and are subject to change at any time due to
market or economic conditions. We believe the information contained in this material to be reliable but do not warrant its accuracy or
completeness. They may differ from other views expressed for other purposes or in other contexts, and this should not be regarded as a research
report. Any projected results and risks are based solely on hypothetical examples cited, and actual results and risks will vary depending on
specific circumstances. Investors may get back less than they invested, and past performance is not a reliable indicator of future results**
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