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Stock markets:
golden autumn?

Red October,

After a positive development in the first seven months of
2023, the global stock markets have been in reverse gear
since the beginning of August. The price losses of the last
three months for most indices now add up to around ten
percent, although the declines in small and mid caps were
significantly greater. Of the German indices, the DAX
lost ten percent from the end of July to the end of Octo-
ber, the MDAX lost 18 percent and the TecDAX lost 16
percent. The downward trend of almost all indices accel-
erated in October.

Geopolitical uncertainties and rising returns
as stress factors

A possible reason for the recent weak stock market
development is the war in the Middle East following the
attack on Israel by the Islamist Hamas. As so often in the
past, the capital markets initially switched to “risk-off
mode” when geopolitical uncertainty increased. The
initial result was price losses for stocks and price gains
for “safe havens” such as gold and government bonds.
However, the economic consequences of the conflict are
currently limited. The oil price, an important
seismograph for possible economic upheavals, has barely
moved despite the unrest, important transport and
shipping routes are not blocked and the economic impact
of the conflict region on the global economy is low. As
long as Iran is not actively involved in the conflict, the
capital markets are unlikely to react to new news from
the region.

Fundamental influencing factors are much more
important for the stock markets, including, above all,
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inflation and economic data and, derived from this, the
development of interest rates and corporate profits.
Strong and increasing headwinds for stocks have recently
come from interest rate developments. In the USA, the
yield on ten-year government bonds rose to five percent
at the end of October for the first time since 2007, while
ten-year Bunds yielded three percent. This development
is primarily due to the prayer wheel-like statements from
the US and European Central Banks that key interest
rates must remain at a high level for a longer period of
time. For a long time, the capital market assumed that
monetary policy would be relaxed again quickly once
interest rates reached their peak. But the central banks’
“higher for longer” mantra had an effect.

Yield 10-year government bonds
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But will the central banks follow their words with
actions? Since their forecasts for economic and inflation
developments have recently been less than accurate,
doubts remain about the further course of monetary
policy. And the central banks themselves probably have
these doubts, otherwise they would dare to take a more
concrete outlook and not emphasize the data dependence
of their next steps. Because data dependency means
nothing other than being pretty much in the dark when it
comes to further developments. Since inflation rates in
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both the US and the Eurozone are still above the two
percent target, it is understandable that the Federal
Reserve and the ECB were not able to announce at their
last meetings that they had already achieved their target.

Progress on inflation

In the last few months, however, they have come
significantly closer to this goal. In the euro zone, the
overall inflation rate fell to 2.9 percent in October. In
Belgium (-1.7 percent) and the Netherlands (-1.0 percent)
prices fell year-on-year, while in Italy (1.9 percent),
Luxembourg (2.1 percent), Latvia (2.4 percent). ) and
Finland (2.4 percent) only rose moderately. This positive
development is primarily due to a base effect in energy
prices, which fell by eleven percent compared to the
previous year. In contrast, the core inflation rate in the
euro area is still significantly too high at 4.2 percent
because the prices for services are still significantly
above the previous year's level. However, price pressure
in this segment has eased significantly in the last three
months, meaning that the core inflation rate is very likely
to fall in the near future. From the middle of next year,
core inflation could be back to two and a half percent.
Eurozone: Contributions of various product groups

to the overall inflation rate
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A similar development is also emerging in the USA. The
price components of the national and regional purchasing
managers' indices have fallen significantly in recent
months. They are now at levels that in the past were
associated with inflation rates of two percent or less. In
addition, the price increase rate in the USA is still very
much influenced by the housing component, which, for
example, includes the hypothetical rents of house and
apartment owners. Without taking this influencing factor
into account, US inflation would already be below the
three percent mark. Against this background, it can be
assumed that neither the Federal Reserve nor the ECB
will further increase their key interest rates. And even
though both central banks are currently emphasizing that
it is not yet time to talk about cutting interest rates, that
time will come. Probably sooner rather than later.
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USA: PCE inflation rate and price
component of the ISM industrial index
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Eurozone economy under pressure

In the euro area in particular, economic development is
showing clear signs of slowing down. After a decline in
real gross domestic product of 0.1 percent in the third
quarter, there is likely to be a further decline in the
current quarter - this would fulfill the criterion of a
technical recession. Since there is no sign of a significant
recovery by 2024, there is significant scope for interest
rate cuts if the inflation rate falls towards two percent. In
the USA the economy is more robust, but the strong
growth in the third quarter (annualized 4.9 percent) is
probably a positive outlier. The US economy is likely to
grow significantly more slowly in the fourth quarter; the
Atlanta Fed is currently expecting growth of 1.2 percent.
In 2024, the sharp interest rate increases will become
more noticeable, so that the US Federal Reserve will also
lower interest rates again. Possibly similar to 2018/2019:
In December, the US Federal Reserve was still very
restrictive and raised the key interest rate; at the same
time, it held out the prospect of further interest rate
increases for 2019. This assessment changed at the
beginning of the year and the key interest rate was
reduced again in July 2019. This means that monetary
policy in 2024 is no longer likely to bring headwinds for
the stock and bond markets, but rather a tailwind.

Current reporting season: Very good re-
sults are hardly rewarded

Tailwind is currently already coming from corporate
profits. The reporting season for the third quarter is going
well, even if the reporting and, above all, the price
reactions on the stock market give a different impression.
In the USA in particular, more companies than usual
were once again able to exceed their profit expectations.
This is all the more remarkable because, contrary to usual
practice, the forecasts were not lowered in advance and
the hurdle to be overcome was therefore higher than in
previous quarters. At the industry level, it was primarily
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the technology companies that predominantly presented Analysis of the current reporting season (source: Factset)
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Market data

As of Change \ersus
03.11.2023 27.10.2023 02.10.2023 02.08.2023 02.11.2022 30.12.2022
Stock marktes 09:00 -1 week -1 month -3 months -1year YTD
Dow Jones 33839 4,4% 12% -4,1% 53% 2,1%
S&P 500 4331 5,2% 1,0% -4,1% 15,2% 12,8%
Nasdagq 13294 5,2% -0,1% -4,9% 26,3% 27,0%
DAX 15144 31% -0,7% -5,5% 14,2% 8,8%
MDAX 24730 4,0% -4,0% -11,8% 4,1% -15%
TecDAX 2915 3,2% -2,7% -9,9% 2,7% -0,2%
EuroStoxx 50 4170 3,9% 0,8% -3,8% 15,1% 9,9%
Stoxx 50 3898 3,0% 0,3% -1,6% 9,5% 6,7%
SMI (Swiss Market Index) 10592 2,6% -2,5% -5,5% -2,0% -13%
Nikkei 225 31950 3,1% 0,6% -2,3% 15,5% 224%
Brasilien BOVESPA 115053 15% 0,0% -4,8% -1,6% 4,8%
Russland RTS 1083 0,4% 9.2% 4,2% -2,3% 11,6%
Indien BSE 30 64446 1,0% -2,1% -2,0% 5,8% 5,9%
China CSI 300 3584 0,6% -2,9% -9,7% -2.5% -7,4%
MSCI Welt 2853 4,4% 0,5% -4,9% 14,1% 9,6%
MSCI Emerging Markets 931 1.2% -2.2% -8,8% 6,6% -2,1%
Bond markets
Bund-Future 129,91 126 216 -254 -873 -302
Bobl-Future 116,52 43 109 72 -315 77
Schatz-Future 105,18 6 25 9 -173 -24
3 Monats Euribor 3,95 5 5 30 223 206
3M Euribor Future, Dec 2023 3,96 -1 -3 10 93 35
3 Monats $ Libor 5,65 1 0 2 115 89
Fed Funds Future, Dec 2023 5,36 0 -8 -3 60 71
10 year US Treasuries 4,67 -16 -1 61 61 84
10 year Bunds 2,72 -8 -16 21 59 16
10 year JGB 0,92 7 16 30 67 51
10 year Swiss Government 116 3 2 17 3 -45
US Treas 10Y Performance 560,80 1,4% 0,5% -3,8% -1,2% -3,3%
Bund 10Y Performance 533,85 11% 2,0% -0,6% -1.8% 1,6%
REX Performance Index 435,52 0,6% 1,6% 0,5% -0,5% 0,7%
IBOXX AA, € 385 -14 -17 19 43 25
IBOXX BBB, € 4,67 -19 -17 20 -13 -2
ML US High Yield 911 -39 -1 51 -1 13
Convertible Bonds, Exane 25 6620 0,0% 0,0% 0,0% 2,6% 0,0%
Commodities
MG Base Metal Index 376,01 1,2% -1,9% -4,6% 0,9% -10,1%
Crude oil Brent 87,21 -3,6% -3,9% 4,7% -8,7% 2,7%
Gold 1986,69 0,2% 8,5% 2% 20,6% 9.4%
Silver 22,74 -0,5% 6,7% -4,0% 16,1% -4,3%
Aluminium 2204,46 -0,1% -3,9% 2,1% -15% -6,2%
Copper 8064,00 0,4% 11% -4,8% 5,2% -3,6%
Iron ore 125,57 5,9% 4,5% 16,9% 52,9% 12,8%
Freight rates Baltic Dry Index 1385 -11,4% -20,3% 23,3% 4,8% -8,6%
Currencies
EUR/ USD 1,0627 0,8% 0,9% -3,3% 7,3% -0,4%
EUR/ GBP 0,8711 0,0% 0,6% 11% 1,1% -1,8%
EUR/ JPY 159,76 11% 13% 1,8% 9,6% 13,6%
EUR/ CHF 0,9625 13% -0,1% -02% -2,4% -2,3%
UsD/ CNY 73152 -0,1% 0,1% 17% 0,3% 6,0%
usD/ JPY 150,45 0,6% 0,4% 5,0% 1,7% 14,7%
USD/ GBP 0,82 -04% -0,6% 4,0% -6,0% -1,4%
Source: Refinitiv Datastream

Carsten Klude Dr. Rebekka Haller Martin Hasse

+49 40 3282-2572 +49 40 3282-2452 +49 40 3282-2411

cklude@mmwarburg.com rhaller@mmwarburg.com mhasse@mmwarburg.com

Dr. Christian Jasperneite
+49 40 3282-2439
cjasperneite@mmwarburg.com

Simon Landt
+49 40 3282-2401
mlandt@mmwarburg.com

This article does not constitute an offer or an invitation to submit an offer but is solely intended to provide guidance and present possible business activities. This information does not purport to
be complete and is therefore not binding. The information provided should not be considered a recommendation to purchase financial instruments individually but serves only as a proposal for a
possible asset allocation. The opinions expressed herein are subject to change without notice. Where statements were made with respect to prices, interest rates or other indications, these solely
refer to the time when the information was prepared and do not imply any forecasts about future development, particularly regarding future gains or losses. In addition, this information does not
constitute advice or a recommendation. Before completing any deal described in this information, a product-specific consultation tailored to the customer’s individual needs is required. This
information is confidential and exclusively intended for the addressee described herein. Any use by parties other than the addressee is not permissible without our approval. This particularly applies
to reproductions, translations, microfilms, saving and processing in electronic media as well as publishing the entire contents or parts thereof.

This article is freely available on our website.

M.M.WARBURG & CO



