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Weekly Trading Information - Markets update

Equity markets managed to stage a recovery, especially after Eurozone equities hit significant technical levels, which
provided a first positive test. The mood started getting positive as rumors about a new round of talks between Chinese
and US officials was under way to avoid the tariffs on the 200bn $ of imports. But as it has become a habit lately, President
Trump on Friday night (European time) said that his wish is for the new tariffs to be implemented despite the ongoing talks,
souring the mood again ahead of the weekend. Announcements on this are expected as soon as today, but there is a
possibility that if the final tariff is a 10% levy instead of the threatened 25%, markets could rally in a “sell the rumor / buy the
fact” manner.

On the macroeconomic front, the data out of the US were lacklustre with August Retail Sales in the US increasing by just
0.1% vs 0.4% of expectations, while the Inflation index (CPI) was also lower at a 2.7% annual rate vs 2.8% of expectations.
However, previous months data for Retail Sales were revised higher, hence the market saw the August miss as something
not to worry about, as overall for Q3 consumer spending seems to be growing at a healthy 3.4% on an annual basis. Retail
Sales is an important factor in determining the expected GDP growth, as consumer spending comprises more than 2/3 of
the US economy. In Europe both the ECB and the Bank of England did not surprise the markets. The ECB repeated its
forward guidance that interest rates will not be raised until after the summer of 2019 and revised downwards the forecast
GDP growth and inflation for 2019, as widely expected.

Eurozone Banks outperformed the market (BNP +2%) as their share prices have probably reached a selling climax, while
the launch of the new iPhone series by Apple led its shares close to their recent record and helped Technology recover
some of its previous week's losses. Shares of Miners (BHP +1%) stabilized after the recent rout and the Healthcare sector
attracted again the investors’ interest with the shares of specialty drug makers (UCB +3%) and equipment/devices makers
outperforming (Straumann +3%, Eurofins +3%). We have lowered overall exposure to the sector, in favor of Banks and
Miners

Government bonds moved further lower as the mood in equity markets improved and the data out of the US showed a
rather rosy picture. The 10 year US Treasury yield closed at 2.99%, and it will start the week very close to the psychological
level of 3%, which a few weeks ago was very hard to overcome. In sympathy, the 10 year German Bund yield also rose to
finish the week at 0.45%, up from 0.40% last week and also probing the 0.50% level which was hit in early August. The US
10-2 yield difference came down to only 21 bps again. A break below 20bps could send tremors in financial markets.

Gold rebounded strongly to 1210 during the week, especially after the soft inflation data and the news that the US and
China are back in negotiation mood, but lost all profits and finished the week at 1195, after news broke that President
Trump is moving ahead with the tariffs. Interestingly, short term traders are selling Gold and all metals when the situation
worsens with the impeding trade war, as they prefer to “play” the existing negative correlation with the USD (they are
buying the USD). As an extreme worsening of the trade war would lead to lower global growth, lower rates etc, gold is to
be accumulated on this short term trading weakness, led primarily by algorithmic automated trading.

The EUR jumped against most currencies, as the Eurozone equities were rebounding and as the ECB did not try to “talk
down” the currency, and flirted with the 11750 resistance levels against the USD. However, President Trump's
announcements about his wish to move on with the tariffs, made the USD rally back to 1.1630 late Friday night.
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High Conviction Portfolio Chart of the Week
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Disclaimer

The content of this document has been produced from publicly available information as well as from internal research and rigorous
efforts have been made to verify the accuracy and reasonableness of the hypotheses used. Although unlikely, omissions or errors might
however happen.

The data included in this presentations are based on past performances and do not constitute an indicator or a guarantee of future
performances. Performances are not constant over time and can be positive or negative.

Any investment decision needs to be discussed with your advisor and cannot be based only on this document.

This document is strictly confidential and should not be distributed further without the explicit consent of Kendra Securities House SA.
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