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CIO Speaks

There could hardly be a more appropriate description for the first quarter
of 2023 than the title of the movie that won this year's Academy Award for
Best Picture. It felt like some significant economic shift was happening
every time you blinked — a rate hike, a collapsing bank, or a surge in the
crypto sphere.

Rather than take you through a long list of economically important events,
attached is the picture showing the top trending topics in financial
markets through the quarter.

Interestingly, some other potentially significant developments — such as
the reopening of China, the initiatives from various countries to move
away from the US Dollar, the geopolitical realignments in West Asia -
don’t seem to have caught the popular imagination so far.

In our 2023 Outlook, we had expressed the view that the consensus
expectation of a weak first half and a robust second half is unlikely to play
out. The market’s performance so far has validated our assessment.

ASAS CAPITAL
JL il S ywl wl

NEWS TRENDS: Q1 2023
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CIO Speaks

On March 3lst, stocks capped a first-quarter rally that saw the Nasdaq
gain more than 16% while the S&P 500 rose 7% as investors shook off
a bank crisis and more interest rate hikes from the Fed. All 11 sectors
in the S&P 500 were higher amid the broad-based rally to cap the
week, month, and quarter. Markets seemed to have entered a time
warp — where last year's losers were this year's winners, and vice
versa. Tech stocks brought the FAANG vibes from 2021 and before,
while Energy was a loser.

Bonds have also performed well after a disastrous 2022, albeit with a
volatility that is unprecedented in recent memory. The S&P 500 Bond
Index is up 3.48% through the quarter. A look at the underlying data
shows some interesting nuances. The margin by which the Nasdaq 100
outperformed the S&P 500 was at its highest level in the last 20 years,
except for the post-pandemic period.

The dispersion in performance, both within the S&P 500 and the
Nasdaq 100, was huge.
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Most of the performance of the Nasdaq-100 — as much as 88% - came from only 10 stocks

S&P 500: Market Cap Change YTD THE TOP 10 NASDAQ 100 STOCKS IN
2023 ACCOUNT FOR 88% OF GAINS
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CIO Speaks Ay /

Ok, so what now?

In the short term, there are a few tailwinds that could boost the major indices further. Investor sentiment is skewing bearish,
which is usually complementary to bulls in a contrarian fashion. And even with recent gains, the best-performing index, the
Nasdaq 100, isn't yet overbought according to market technical. The increase in liquidity accompanying the rescue efforts
for the collapsed banks is also being seen as a factor.

We had projected the possibility of a short-term rally in our previous
newsletters towards 4150 on the S&P 500. We believe that this
momentum is still in place and a further move towards 4250 or so is
likely.

At its meeting on March 22nd the Federal Reserve took the benchmark
rate a quarter percentage point higher to a range between 4.75%-5%. The
so-called dot plot, which the Fed uses to signal its outlook for the path of
interest rates, indicates that most officials expect only one more rate hike
by the end of this year with the terminal rate at 5.1%. In his Press
Conference, Powell categorically stated that a rate cut in 2023 is not part
of his ‘baseline scenario’. For 2024, the rate-setting Federal Open Market
Committee projected that rates would fall to 4.3%.

The market has a different view. As of March 3lst, the US Dollar yield curve was as in the chart, signaling that the fixed income
market expects rates to peak around May or June and then start declining relatively sharply
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CIO Speaks

What's causing this divergence in expectations?

We are of the view that the bond market believes that the Fed will be
forced to revise its tightening bias due to a significant weakness in
the economy. Possible triggers for this weakness include continued
problems in the banking sector, tightening of credit conditions and
an increase in unemployment beyond current expectations.

Small regional banks are a potential weak spot. The abrupt closure
of three banks in quick succession is forcing them to further tighten
their lending standards in order to minimize risks. At the same time,
customers are moving their deposits to larger and safer banks and
more lucrative avenues such as money market funds. The chart
shows the sharp uptick in investments in that space over the last few
weeks.

At the very least, this will compel smaller banks to offer higher
deposit pricing, thus eating into their profitability. This twin pressure
on liquidity and profits, combined with the requirement of higher
investments in technology, is likely to force these banks into M&A
activity in a meaningful way.
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Monthly Change in Bank Deposits 1973-2023

Source: Federal Reserve BOG

March 2023 had Biggest Monthly
Loss in Bank Deposits in US History

(-$389 Billion)
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CIO Speaks

A consequence of this reduction in credit appetite is likely to be
pressure on the broader economy as weaker players are likely to be
denied access to credit — a factor that does not seem to have been
priced into the equity markets. The Commercial Real Estate sector
seems particularly vulnerable. Small regional banks account for
almost 70% of lending to this sector, and more than a trillion USD of
loans are due for refinancing this year.

On balance, we believe that the economy will slow meaningfully in
the latter part of the year. On equities, we continue with our call to
be overweight defensive sectors like Healthcare, Staples and
Utilities and underweight Consumer Discretionary and Technology
Hardware. The ongoing rally should provide an opportunity to
underweight high-growth names. On fixed income also, we
continue to favor high-quality investment grade bonds of
intermediate duration. The GCC can provide some good diversifiers
in this context.

ASAS CAPITAL
JL_iul S ywl wl

FRED /7 = Banks Tightening Credit
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The current weakness in energy stocks is also a buying opportunity in our view for medium term investors. The announcement
over the weekend from OPEC to cut production by 1.16 barrels per day lends further support to this assessment.
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CIO Speaks

Outside the US, we had expressed the view several months ago that
forces to reduce global dependence on the US Dollar are gathering
momentum. Russia, Brazil, India, China and South Africa have now
confirmed that they are developing a nhew currency to rival the U.S.
Dollar. These countries, along with members of the Shanghai
Cooperation Organization (“SCO”), have expressed plans for @
‘roadmap for the gradual increase in the share of national
currencies in mutual settlements’ and ‘ramp up coordination on
energy exploration and policy’.

Pernaps unsurprisingly given the above, China has been steadily
reducing the holding of US Treasuries in its reserves. Current levels
are the lowest since 2010.

We do not expect the transition to be an overnight success, but the
direction seems clear. Investors would be well advised to pay close
attention to diversification in their portfolios
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China: Holdings of Treasuries have declined $250bn over the past two years

Source: Bloomberg, Apollo Chief Economist
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U.S. banks imperiled with high real estate vy s e
lending & unhedged rising rates

Large net short duration exposure in swaps is concentrated
in a subset of banks

* There is a stark divide among US regional banks when itcomes to ¢,

hedging of Treasury portfolios, one-fifth (0-20 percentile) of 2,500
banks accounted for the large short duration exposure across the 2,000
industry. i)
e US regional Small/medium banks accounts for l’ggg
o 50% of US commercial and industrial lending, 0 : £ i I — :
o 60% of residential real estate lending, -500
o 80% of commercial real estate lending, and :i-ggg _
o 45% of consumer lending ‘2:000 |
e Outsized exposure to office loans could become the next group to 2500 -

face strains after bank failures roiled financial markets this month 0-20 pctle  20-40 pctle 40-60 pctle 60-80 pctle 80-100 pctle
e Deposits at US banks fell sharply, and lending declined by the Llong ®Short ® Net
most in nearly two years amid financial turmoil triggered by the _ - o _
) =7 Note: x-axis shows quintiles of banks divided by their net long/net short
collapse of several banks due to not hedging the rising rates oo

Source : Barclays Research

Is banking meltdown a ‘headwind’ for the economy or recession-causing ‘hurricane’ ?
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Gold benefiting from the turmoil in financial ANy /S [
markets

Relationship between Gold, Dollar index and real interest rates

e The turmoil in the banking industry has Wi
triggered fears of another financial crisis il
and expectations of a rapid reversal in
monetary policy, which is weighing on the
US dollar and US bond yields. Gold and

silver prices have rallied as a resuit

e Another driver for an increased interest in
gold, is the expected reduction in
prominence of dollar as a store of value

17 TradingView @

2011 2013 2015 7 0y 2021 2023 3

Source : Trading view

In an environment where real yields are expected to drop, should we not increase the allocation to gold?
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Silver : Correlation with gold and impact of Wy /S A
changing economic conditions

e Price of silver moves due to two reasons : silver being a covid
store of value (44%) and silver being used in industrial R
development (56%) cary-1980s et

| recession recession

e Based on history and silver price movement in the last 30 M- 19705 | cry1930
years, we are of the view that silver moves more due to
economic and industrial movement vs store of value |

e Since, we are in an economic slowdown, we believe that
Silver has reached its peak and it will take some time for

industrial expansion to pick up Silver demand by segment
Tonnes (%)
Investment 16563 (44%)
Electronics 9465 (25%)
Jewellery 4622 (12%)
Photovoltaic 3142 (8%)
Industrial (oth.) 2535 (7%)
Silverware sodf®E4 JdliGs Baer

With economic and industrial slowdown, has silver already touched its peak ?
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Massive move from RBI to De-Dollarise ANy 1/ [
TI‘ade 18 Countries

Singapore Srilanka Botswana
Reserve Bank of India (RBI) has authorized both domestic and
foreign authorized dealer (AD) banks to open 60 Special Vostro Malaysia Mauritius Myanmar
Rupee Accounts (SVRAs) for banks from 18 different nations. Germany Guyana Israel
This new mechanism will benefit in multiple ways : Uganda J oman g Tanzania seychelies
e Increasing interest of the global trading community in INR United Kingdom
e Trade with Sanctioned Countries
e Reduce the risk of forex fluctuation, especially looking at 8400 . e 116,00
the Euro-Rupee parity. $3.00 11400
e Arrest Fall of Rupee result in reducing demand for foreign 8200 "o
exchange, by promoting rupee settlement of trade flows. 2 5o et -
%, 10800 ®©
% 5
80.00 108.00 g
100 10400
78.00 10200
11.00 100.00
3338888883555333 33553 1A A88RF 2272002

Is the long term USDINR depreciation about to reverse ?
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Will value stocks overtake growth stocks vy 1 /M
again?

FAANGM stocks’ share of S&P500 market capitalization

e The MSCI| World Growth Index has 28 (%) — FAANGM stocks' share of S&P500 market cap
outperformed the MSCI World Value Index 26
by 13.1% year-to-date, after 24
underperforming by 24.8% in 2022 22
20
e The FAANGM stocks’ share of S&P500 18
market capitalization has risen from a 16
recent low of 18.3% in early January to 14
21.8%, after declining from a peak of 26.2% 12 -
reached on 1 September 2020 1[I e o o o o o o o S B B T T LI B e e e e e e e T
PR e R R R R R R R R I PR A RN NNNNNANNANN N NN NN

Source: Jefferies

Will there be a renewed decline in FAANGMSs’ market capitalization as a percentage of the S&P500 ?.
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China : Time to bottom fish ? A/ /

e Alibaba’s split to unlock value has been the most
important so far of the many signals the Chinese MSCI Emerging Markets and MSCI China movement
Government has given in recent weeks that Beijing wants Shares NSCI China ETF-NASDAQ = 507 o
to pursue more market friendly policies oo

e MSCI China had been performing in line with the MSCI AC o
Asia Pacific ex-Japan benchmark prior to Alibaba’s rally,
with both the MSCI China and the regional benchmark up
1.6% in US dollar terms.

10,008

m [
e Case for China investment: N WV VT W vy N\ e————
\ Y " y \
e China reopening beneficiary
. . . /A TF TradingView G
e High local consumer exposure + localization beneficiary 7

e Auto Electronics benefit from EV adoption
e Industry automation to recover along with resurgence in
production activity & policy stimulus

With US markets going through a turmoil, is this a right time to look at China market?
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BABA : Jack’s back! AN 1/ [

Alibaba Will Split Into 6 Units

Alibaba’s restructuring is a significant positive catalyst as the
market generally assigns zero value to ex-core businesses

Key highlights of the restructuring:

Revenue figures as of end 2022

Taobao Tmall Commerce
e Potential IPO’s rcingiliagy - e (-] Alibaba Cloud
e Capital returns ¥ — Y DingTalk
e Synergies under new structure — 2022y 67 0% Share of total revenue (0223: 8.9% ]
e Alibaba is 8.4% of the MSCI China
e Alibaba’s logistics arm Cainiao — currently valued at more — €=
than $20 billion — has started preparations with banks for s STAG me
its Hong Kong IPO Soorm
P p——— e o votat revere (20225 $.4%
YOUKUD  #pamai e je——
£ O Ouarkan L .
e & UC S 7 rFiiggy
r———p— P p—

Source : Company data

Is this the perfect time to add exposure to BABA?
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GCC : Borrowing needs have come down ANy /S [
due to stronger revenues

n*

eme.rglng mar!<ets ’Frend., however, f.or the GCC the ~$53bn N

decline was primarily driven by the improved

economic environment, higher oil revenues and (Ot e gukdoege 2 Market size fell by 2% to ~$565bn* sorend fchtenig. 24

. i . e & final pricing spread) ~ °PS (Hard currency bonds') (Overall GCC credits) ~ °PS
a robust rebound Iin the non-olil activities
5 = . 0 Il Avg. order book S i GCC US$ Overall Ret GCCUS$ S i

Reception to new issuance remains strong ! size (oversubscription)  ~>7X oversubscription  ~#™ | (nvGrade+HighVield) 0%  Retam | o 118%
L';‘;r‘:fb:"c - ~3.7x :ELTI'::: - “A.7x GCC US$IGReturn  12.8%  GCCUS$ HYReturn 1.9
g::r‘:::::’:;:ﬂ'f:d* ~4.2 :f\',:z':b"st':;;fifn""“” ~2.8x GCC USS$ Sukuk Return  -5.8% Egypt US$ Index 40.3%

Source : First Abu Dhabi Bank
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GCC credits otfer good combination of vy s e
yield, carry and credit quality

Index

e GCC credits — with average credit rating ‘A+ / A’ Blaoml:u;?a ::z rnt“: index é::zﬁt.; [nd::f;‘;':;ad lndg:g?efr; . CI:;r::t Fiif;r:aiz:tlrag Citr:::i:;n
(the highest in the EM space) — providing coupon Rank | (ORS) | Worst ] Price jbasistopm) |- (umend
carry of ~4% (EM’s aggregate coupon carry of GCC Soversigre A 2 S N %3 ol 424%

A Ao e L S DT T [ [ e e s T
circa 4.5% and credit quality of ‘BBB

« Credit rating agencies (Moody's, Fitch) are | LatAmsoverogns | B8+ | IUANRRETAN 0 BTN s
maintaining a positive outlook on the GCC region. II----- 28
They have indeed taken strings of positive ratin ccos |~ HER _—

Y P TP ing CORMETE - o oo BT
actions over the past two years, supporting eve | A || 148 5.35% “ 10
investor sentiment towards the region. --\ a1 5.62%

LatAm Agg 4.63%

Source : FAB, Reflnltlv

High quality fixed income assets are poised for benefit from US monetary policy stance.
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This presentation is prepared by Asas Capital Ltd (Asas). Asas is regulated by the Dubai Financial Services Authority (“DFSA”), incorporated
in the Dubai International Financial Centre. The information contained in this material does not constitute an offer to sell or the solicitation
of an offer to buy, or reco- emendation for investment in any financial product or financial service in any jurisdiction. The information in this
document is not intended as financial advice and is only intended for Professional Client and Market Counterparty, as defined by the DFSA,
who understand the risks associated with such in- vestments. Investors are not to construe the contents of this document as legal;
business or tax advice and each investor should consult its own attorney business adviser and tax adviser as to the associated risks, legal,
business, tax, and related matters. All reasonable efforts have been made to ensure accuracy of the information contained in this
document, however, it may include certain inaccuracies or typographical errors and Asas reserves the right to modify or update these
later. This document has not been reviewed by, approved by, or filed with the DFSA.

Asas does not provide any warranty, express or implied, about the accuracy of the information provided in this presentation. Asas also
does not provide warranty, express or implied, on the availability of products and services described in this presentation. But without
prejudice to the generality of the foregoing, no representation or warranty is given as to the achievement or reasonableness of any future
projections, estimates, returns contained in the document or in such other written or oral information. Past performance is not an indication
of future performance. This presentation is confidential and contains proprietary information, neither this document nor any portion hereof
may be reprinted, sold, or redistributed without our prior written consent. The distribution of this document and investment in any financial
product or financial service may be restricted by law in certain jurisdictions. The investors. should inform themselves as to legal
requirements and tax consequences within countries of their citizenship, residence, domicile, and place of business. with respect to holding
and disposition of investment and any foreign exchange restrictions that may be relevant thereto. In no event shall Asas be liable for any
direct, indirect, punitive, incidental, special, or consequential damages or damages for loss of profits, revenue, data, down time, or use,
arising out of or in any way connected with the use of this document or performance of any investments, whether based on contract, tort,
negligence, strict liability or otherwise.
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