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MARKET DEVELOPMENTS

The Great Rotation Out of the Euro Is Benefiting the
A great rotational play may be under way in the G-10 currency markets, with smart money exiting the euro in favor of

the pound.

The euro has weakened about 1.5% against the dollar so far this year, while sterling advanced about 1.7% to earn the
tag as the best-performing exchange rate. At the heart of the divergence between the two currencies is traders
handicapping the euro for its tardy response to vaccine approvals and rewarding the pound for its head start.

lOne Man's Poison

The pound scems to be at the receiving end of new flows There are other important factors at

MEUR/USD W GBP/USD

work too: the pound is now absorbing
the bulk of the broad weakness in the
dollar. A few months ago, that task was
left largely to the euro. That has
implications: if the trend prevails, the
pound has the potential to strengthen
toward $1.42 in the coming months.
Indeed, volatility pricing in the markets
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see a more than 60% probability of that

Source: Bloomberg

Figure 1: GBP/USD VC EUR/USD level being touched before the end of
the second quarter.
As for the euro, its recent moves mean that its overvaluation is waning, even though it is still considerable, based on
the framework outlined here. The currency has weakened since it was noted that any increase in bund yields will
ironically come to haunt its valuations. Since then, German 10-year yields have climbed about 20 basis points while
EUR/USD slipped 0.5%.
African Nations Are Already Hiking Rates With More to Come

Inflationary pressures and currency weakness could force central banks in some key African economies to tighten
monetary policy, even as the slow rollout of coronavirus vaccines and new mutations of the disease pose risks to
economic growth.

Mozambique and Zambia became the first two countries in the world to raise their benchmark interest rates this year,
and three of sub-Saharan Africa’s biggest economies -- Nigeria, South Africa and Angola -- could follow suit.

Nigeria

While Nigeria’s economy dropped into a recession for the second time in four years, surging inflation and weak
liquidity in the foreign-exchange market may prompt the central bank to act soon. A slow recovery starting in the
second quarter could push the monetary policy committee to redirect its policy goals from growth, toward its primary
mandates of price and exchange-rate stability

South Africa

In South Africa, rising electricity and oil prices are fuelling inflation expectations and driving up bets the central bank
will raise its key rate this year. Forward-rate agreements, used to speculate borrowing costs, are now pricing in 42
basis points of tightening in 2021, a turnaround from the beginning of the month when expectations were for the
repurchase rate to remain unchanged at a record low 3.5%. Any upward move by South Africa could be emulated by
neighbouring Lesotho, Eswatini and Namibia, which peg their currencies to the rand.

Angola

Angola’s central bank, which didn’t cut its policy rate in response to the virus in 2020, also faces pressure to hike due
to rampant inflation. Price growth in Africa’s second-biggest oil producer jumped to 25.3% in January. Budget
documents show the government sees inflation only slowing to 18.7% by the end of the year and that could force the
central bank to act as the kwanza continues to weaken and the gradual implementation of a new 14% value-added tax
pushes up prices.
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Gold premium over Platinum falls to lowest since 2018.

Precious Metal Premium
Gold's price edge over platinum has narrowed to the lowest since 2018

M Gold-platinum ratio

2017 | 2021
Source: Bloomberg Bloomberg @
Platinum has rallied this year while costlier gold has sunk, and that shift offers investors a window into the global
recovery. One ounce of gold now buys 1.4 ounces of the metal used in pollution-control devices, the least since March
2018 and down from near 2.5 ounces last March. That decline in the ratio is a reflection of the ongoing theme across
the financial markets, which is optimism about economic growth amid vaccine rollouts.
The global rebound will help spur platinum demand, while gold, a traditional haven, is unlikely to benefit as much.

Japan 10 year yield rises to 0.1% key level

rowing Fear
apan's 10-year yield reaches a 0.10% landmark amid rising volatility
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Japan’s 10-year yield rose to the highest since November 2018 amid a global bond selloff and growing concern over
the central bank’s policy review next month. The rise in yield to the 0.1% landmark was accompanied by a surge in

implied volatility in bond futures. Investors are too scared to buy bonds as they have no idea of what the Bank of Japan
will do at its March policy review, said Shuichi Ohsaki, chief rates strategist at Bank of America in Tokyo.




MAJOR MOVES THIS WEEKS

Currencies
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Figure 2: The graph represents weekly Currency returns with respect to US Dollar as the base currency.
This week the EM currencies saw a good depreciation with currencies like Mexican Peso, South African Rand leading the losses. With dollar
bullishness prevalent in the market, most developed market currencies have also depreciated except for British Pound.
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Figure 3: The chart represents the weekly equity index returns.
Due to the prevailing bearishness in the market, most equity indices today took a beating. Rising 10 year yields however, supported the
Banking stocks which outperformed most market this week.
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Figure 4: The chart represents the weekly commodity returns.
Rising 10 year yields put pressure on Gold and other precious metals. Industrial metals and Agricultural commodities appreciated this week.
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MANAGERS’ STATEMENTS e

ouble line Capital): “ am a long term dollar bear and gold bull but have been
r six months. Lots of liquid poured into a funnel creates a torrent. Bitcoin maybe
. Doesn’t look like gold is” — Twitter, !8™ Feb 2021.

GLOBAL WEEKLY ETF FLOWS .

Equity ETF weekly Fund Flows (in $Sbillion)
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Please note that the Global ETF fund flows under Equity ETF weekly flows category will not be equal to the sum of their respective sub-
categories which are mentioned on their right side since there are other subcategories as well
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’S FUTURE OUTLOOK

he latter half of last week. We expect risk assets to fall by another 8-10% over
bearish on EM Equities and currencies and Russell 2000 index in US. We expect
out 2-3%. We believe gold is in the process of making longer term bottoms and expect
next 4-5 years."
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DISCLAIMER

The report and information contained herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed,
in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent. This report and information herein is solely for informational purpose
and may not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Nothing in this report constitutes
investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and
opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment objectives, financial positions and
needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. Each recipient of this document should make such
investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks
involved), and should consult its own advisors to determine the merits and risks of such an investment. The investment discussed or views expressed may not be suitable for all investors.
Certain transactions —including those involving futures, options, another derivative product as well as non-investment grade securities - involve substantial risk and are not suitable for
all investors. No representation or warranty, express or implied, is made as to the accuracy, completeness or fairness of the information and opinions contained in this document. The
Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the
report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and alternations to this statement as may be required from
time to time without any prior approval. This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly,
to any other person or published, copied, in whole or in part, for any purpose. Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages
whether direct or indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the information. The person
accessing this information specifically agrees to exempt PACE or any of its affiliates or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold
PACE or any of its affiliates or employees responsible for any such misuse and further agrees to hold PACE or any of its affiliates or employees free and harmless from all losses, costs,
damages, expenses that may be suffered by the person accessing this information due to any errors and delays.
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