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Political Turmoil

e US politics in sate of flux and still five months to go

o US equity market doesn’t agree with the Fed's view, but the bond market
does agree

e French politics in a state of flux

e The ECB may be called to sooth the nerves of investors in the French
bond market

e Considerable change likely in UK election
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You might also like our China’s Opportunity — Not To Be Missed and Opportunity Out Of
Adversity? Click here to read them for free.

Last week, | was in California observing the machinations of US politics during and in the
aftermath of the Presidential debate. Two observations: people were stunned by just how
poorly President Biden performed. Democrat party activists were receiving panic phone
messages minutes into the debate. The pressure for Joe Biden to step down is enormous.
However, he is a very stubborn character, and only he can make the call. One of the challenges
for the Democratic party is that there is no obvious candidate to step forward that would have
universal support.

The Equity Market starts to Ignore the Fed, but not the Bond Market

The financial markets ended the quarter on a soft note. As we have noted in these columns
recently, concerns have been mounting that the Fed’s view on future monetary policy is not
in sync with the current economic data. The Fed’s last ‘dot plot’ from just a few weeks ago
abandoned its own previous view of three rate cuts and instead signalled that there will be
just one this year. This has come amidst weakening US economic data and inflation that has
been better behaved.

As the US equity market absorbed some disappointing news last week, investors would like to
feel a bit more confident that the Fed’s policy would adapt quickly to any weakness in
economic data. However, as US economicdata has weakened, speeches by the Fed governors
still signal a cautious approach to relaxing monetary policy.

The closingmood of the U.S. equity market on Friday was interestingbecause, in a very mixed
end to the quarter, we saw some positive performance from interest rate-sensitive sectors
such as real estate (+0.6%) and financials (+0.4%). The market is prepared to bet that the Fed
will come around the market's way of thinking that a rate cut is more imminent than the Fed
has signalled to date.

In the bond market there does appear to be an inconsistency between the level of the two-
year bond yield and the degree to which US economic data has softened. The US economic
surprise index has weakened sharply since March (Chart 1). The index, which shows the
degree to which US economic data is either above or below expectations, has slipped to an
index level of -28 from 40 and yet the two-year government bond yield has risen, remaining
around the 4.75% level.
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Chart 1: US Economy Softens but Interest Rates yet to Follow Suit
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French Polls

Meanwhile, across the Atlantic, as France headed to the polls, financial markets are closely
watching, particularly wary of the growing clout of parties with extreme views on both the
right (National Rally) and the left (New Popular Front). The results were not remarkable
relative to expectations. However, France is waking up this morning to the reality of the
prospect of a more extreme political movement than seen in decades potentially setting
domestic policy.

Currently, neither the right-wing nor the left-wing parties appear poised to secure a
majority on their own. If that happens, President Macron’s party, which incidentally looks
likely to be relegated to the third place in polling, may need to broker a coalition between
these opposingfactions. The National Rally party will probably not win an absolute majority
however they do have an outside chance. The more likely scenario of no party having overall
control will lead to an unstable phase for French politics with President Macron trying to bring
sides together to form a new government.

France, though, should not be seen in isolation. High inflation, high debt, disaffection among
youth, and concerns about migration prevail around the world. As we are seeingin France and
the UK, the establishmentis at risk of being wiped out in polls. The Conservative Party in the
UK looks set to lose a significant percentage of its seats at the next election.

The hope will be that any new French government coalition will find that the weight of
governinga large economy will temper their radical policies. Indeed, as we saw in the UK with
Liz Truss as prime minister, if the radical policyideas are not liked by the market, the reaction
alone can undermine an administration.
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Potential Response of the ECB to French elections

The rise of extreme partiesin a major EU member state like France could introduce significant
uncertainty into the Eurozone. The European Central Bank (ECB) therefore will be closely
monitoringthese developments. The central bank might respond with caution, ensuring that
its monetary policy remains supportive to counter any potential market volatility. Additionally,
the central bank may emphasize the importance of fiscal responsibility and stability, urging
any new French governmentto adhere to EU fiscal rules. The ECB's primary focus would likely
be on maintaining economic stability across the bloc, potentially adjusting its policies to
mitigate any adverse effects from political instability in France.

Nevertheless, market attention has turned to whether the ECB will see it fit to intervenein the
market. The central banklaunched its Transmission Protection Instrument (TPI) two years ago,
giving itself the power to help a country in crisis by buying unlimited amounts of its debt.
However, the ECB will be in a dilemma if the volatility in the French bond market is created by
profoundly wrong domestic French policies of any new government rather than what the ECB
would consider “unwarranted, disorderly market dynamics”. The central bank has set out
specific criteria that have to be met in order for it to activate a TPl programme. One of thoseis
that the target country must be in compliance with the EU fiscal framework — which France is
not. The country is running a budget deficit that is 5.5% of GDP against the 3.0% limit.

Chart 2: French Bond Spread over German Bunds Still Well Below That of Italy
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Disclaimer & Important Notice
FORTHE INTENDED RECIPIENT’S USE ONLY
The Global CIO Office operates under Purple Asset Management. This document has been prepared by Purple Asset Management Limited (“PAM” or the “Company”).

The document has been prepared on the basis of accounting and non-accounting grade information extracted from within the Company and its affiliates; and of publicly available economic
and market data sources. This information has not been verified by anindependent third party and should be treated accordingly. Itis furnished to you solely for your information, should
not be treated as giving investment advice and is to be kept confidential and may not be copied, reproduced, distributed, published, in whole or in part, or otherwise made available to any
other person by any recipient.

The facts and information contained herein are as up to date as is reasonably possible and are subject to revision in the future. Neither PAM nor any of its directors, officers, employees or
advisors nor any other person makes any representation or warranty, express or implied, as to the accuracy or completeness of the information contained in this document or undertakes
any obligation to provide recipients with any additional information. Neither PAM nor any of its directors, officers, employees and advisors nor any other person shall have any liability
whatsoever for losses howsoever arising, directly or indirectly, from any use of this document.

Whilst all reasonable care has been taken to ensure that the facts stated herein are accurate and that the opinions contained herein are fair and reasonable, this document is selective in
nature and is intended to provide an introduction to, and overview of, the business of PAM. Any opinions expressed in this document are subject to change without notice and neither PAM
nor any other personis under any obligation to update or keep current the information contained herein.

Such information contains “forward-looking statements” which are not historical facts and include expressions about management’s confidence and strategies and management’s
expectations about future revenues, new and existing clients, business opportunities, economic and market conditions. These statements are made on the basis of current knowledge and
assumptions. Various factors could cause actual future results, performance or events to differ materially from those described in these statements. These statements may not be regarded
as arepresentation that anticipated events will occur or that expected objectives will be achieved. The forward-looking statements in this document are only valid until the date of this
document and ISI does not undertake to update any forward-looking statement to reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated events.
This document is not an offer to sell securities or the solicitation of an offer to buy securities, nor shall there be any offer or sale of securities in any jurisdiction in which such offer or sale
would be unlawful prior to registration or qualification under the securities laws of such jurisdiction.
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