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European Equity market recovery?

Key Takeaways

« Positive technical indicators and
seasonality provide a tailwind for
European equities in the near-
term.

» But the jury is still out as to
whether the recent rally in
European equities marks
the beginning of a sustained
recovery.

» Watch industry breadth and
investor demand for further
confirmation.

Conflicting indicators

At NDR we approach investment with an
objective data driven process. We update
our views when the weight of the evidence
derived from many different data sources
changes, aiming to protect ourselves from
becoming anchored to one narrative or
dependent on one indicator.

When indicators are broadly aligned, they
help us to make calls on the direction of
markets with conviction, but when we receive
conflicting signals from different indicators,
we adjust our conviction level accordingly.

The rally in European equities,
bullish broad market participation
and outperformance of higher beta
equity strategies is now providing a
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Trend watch turns bullish

MSCI Europe (EUR) vs. NDR European Trend Watch Composite

Daily Data 1995-01-02 to 2022-11-11

——MSCI Europe (EUR) (2022-11-11 = 1,649.91)
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Buy signal when indicator
crosses above bracket.

Sell signal when indicator Bearish
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MSCI Europe (EUR) Return
(1995-01-02 - 2022-11-11)
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crosses below bracket.

Returns for periods less than a year are not annualized.

Statistics allow a lag of 1 market day.
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counterbalance to analysis of leading
economic indicators and the earnings
cycle, which suggests a more cautious
outlook.

Last month we pointed out that the

European survey sentiment had become
extremely pessimistic and economic data was
surprising to the upside. This together with
the favourable seasonality factor provided
potential for a rally into year end and early
next year.

Script change

If the overriding narrative driving global
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equities up until October had been one of
higher inflation, higher interest rates, and
higher yields restricting the economy and
earnings, this dramatically reversed last
week as US. inflation expectations came in
lower than expected.

There was also another narrative driving
European markets, that of a Chinese
reopening, confirmed by the official
announcement from China on Friday of an
easing in quarantine restrictions.
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Add to this the optics of less antagonistic
relations between the West and China -
German Chancellor Scholtz meeting Xi
Jinping at the start of November, and US
president Joe Biden's meeting with Xi
Jinping before the G20 summit in Bali -
and those European stocks with exposure
to China have done particularly well. For
example, German, Consumer Discretionary
and Metals and Mining equities have all
outperformed so far this month.

However, one data point or a one-day price
move doesn’t change our market view on its
own. Indeed, while the 10-year German bond
yield fell 17 bps to 2% on Thursday, the day
the US. inflation data was announced, this al-
most entirely reversed on Friday rising 16 bps.
And 10-year euro inflation swaps remained
virtually unmoved all last week at around 2.7%,
suggesting not much has changed as to the
inflation and yield outlook for the eurozone.

Signs of a sustained rally

On the one hand then, we need to see the
recent recovery in equities in context of a
reversal from extreme pessimism against
the backdrop of an ECB still in tightening
mode, a deteriorating economic outlook, and
the potential for earnings downgrades, still
posing downside risk.

But on the other, be alert to the possibility
that technical developments are leading an
inflexion point in the economic and earnings
cycle. The key then is to distinguish between
whether the recent rally represents a short-
term relief rally, or something more sustained.

Below we review our key European technical
indicators to assess the technical case for
European equities.

The trend is your friend
From a technical perspective our European
trend watch composite provides a reading

MSCI Europe (EUR) vs. European Rally Watch Aggregate Daily Data 1990-04-02 to 2022-11-11
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of the overall health of the European market.
The composite is comprised of nine short-
intermediate- and long-term indicators and
became bearish in mid-February when it fell
below 50.

But last week the composite broke above
50 indicating a more bullish outlook for
European equities, driven higher by a
positive short-term trend, accelerating
momentum, and rising short-term averages
(chart on page .

We find a similar story from our rally
watch indicators, which look at short-
intermediate- and long-term breadth, in
addition to risk indicators and European
equity flows. Last week, the number of
indicators signalling a rally rose above
50%, a level historically followed by a
sustained rally in European equities
(chart below).

Interested in

customizing these
insights?

Learn more
about our
Custom Research
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And in the UK. a key breadth indicator last
Tuesday signalled for the UK. small- and
mid-cap discretionary sector. This is bullish
for this group of stocks on an absolute basis,
and bullish for equities in general (chart
right).

Quality underperforms

EUROPE FOCUS EQUITIES

U.K. SMID Discretionary rebound

Daily Data 1994-06-01 to 2022-11-11
U.K. Small- and Mid-Cap Consumer Discretionary vs. % Stocks Above 50-Day Average
——MSCI U.K. Small- and Mid-Cap Consumer Discretionary Price (GBP)(2022-11-11 = 276.41)
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U.K. SMID Discretionary Next Period Returns
1994-06-01 to 2022-11-11

Intermediate Breadth 3-Months 6-Months 12-Months

U.K. SMID Discretionary Next Period Returns
2017-11-14 to 2022-11-11

Buy signal when indicator
Intermediate Breadth 3-Months | 6-Months | 12-Months

rises from 15%

and crosses above 70%. Signal Signal
Statistics apply 1-day Average 42 9.4 17.9 Average 11.0 18.3 353
lag for implementation. Percent Positive 588 824 824 Percent Positive 1000 1000 1000
Average All Periods 15 3.2 7.0 Average All Periods -08 -13 -0.8
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European Defensive Strategy Relative Strength Lines Daily Data 2021-11-01 to 2022-11-11
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Other bullish signals

Three-week momentum

e
EUROPE FOCUS EQUITIES

With our trend watch and rally watch
indicators becoming bullish for the first time
since early this year, we need to ask the
guestion whether this represents the start of
a sustained recovery in European equities.

The recent rally in equities is different from
the previous two rallies this year. In the
previous rallies, short-term indicators had
been bullish but had failed to be verified by
intermediate breadth indicators.

But this time, we have seen intermediate
breadth thrust indicators turn positive.
Most notably, the percent of stocks above
their 50-day averages increased above 85%
for the first time since May 2020, providing
weight to the case for a more sustained
rally.

MSCI Europe vs. 3-Week Momentum Weekly Data 2007-01-05 to 2022-11-11
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Sentiment not excessive yet

MSCI Europe (EUR) vs. European Sentiment Composite

Daily Data 1999-12-31 to 2022-11-11
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Another bullish and infrequent signal
triggered early in November. That is, for
the first time since May 2020, European
equities posted three positive weekly
returns of over 1.25% (chart above).

Sentiment

Further adding to the bullish case, at least in
the short-term, is that even after a 12% rally
in European equities from the September
low, sentiment as measured by our
European sentiment composite still has
not become excessive (chart left).

A rise in the sentiment composite above

60 would signal excessive optimism and

decreased likelihood of further near-term
upside.
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Yet to confirm

Certainly, the technical case for
European equities has strengthened
since October, indicators are now more
bullish than bearish. However, there are
still some indicators which if not bearish,

suggest a degree of ambiguity.

Volatility adjusted rally
Firstly, we noted in May that a 10% rally
tends to be positive for equities. Indeed,
it is one indicator that we include in

our trend watch composite and which
produced a bullish signal last week.

But there have been historical exceptions.
Most notably, during the secular bear
markets of the 1970’s and 2000’s there
were several 10% rallies which turned

out to be short-term bear market rallies.
Prior to the signal last week, we had seen

a bullish signal in late March only for the

Watch volatility adjusted index

market to fall again.

To some degree, we can avoid bear market
rallies, by adjusting for a volatility factor.
For example, the 10% rally in equities in
October 2008 was less meaningful when
the average daily price move was 4%, than
other 10% rallies when daily price moves
were less than 1%.

In the chart below we create a volatility
adjusted index based on daily returns
adjusted by a factor of the one-month
average of absolute daily returns over the
long-run average, when volatility is above
average.

By applying this volatility adjustment
factor, the bullish signals for the 10% bear-
market rallies in the secular bear markets
would have been avoided. The trade-off
being that the bullish signals following the

MSCI Europe vs. Volatility Adjusted MSCI Europe 10% Rallies Daily Data 1970-01-28 t0 2022-11-11
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1974, 2003 and 2009 bear market bottoms
would have missed some of the early
upside in the equity market recoveries that
followed.

Today, our volatility adjusted index,
has not reached the 10% threshold to
produce a bullish signal, although is
very close at 9.6% above the recent low.

Looking to create
an SMA or launch
an ETF?

Learn more
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our Investment

Solutions
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And industry breadth

EQUITIES

MSCI Europe vs. Industries at 50-Day Highs Daily Data 1995-04-10 to 2022-11-11
— MSCI Europe (2022-11-11 = 1,649.91)
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Watch 10 to 1 up days

MSCI Europe vs. 10 to 1 Up Days

Daily Data 2021-11-11 to 2022-11-11
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Third, we haven’t seen two 10 to 1up
days within a month since the market
low in September. This again was an
indicator which produced a bullish signal

ol 1 ] I | \ | Lo ) i
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Buy when indicator advancing / declining value
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- §j NDR permission. All Rights Reserved. See NDR Disclaimer at www.ndr.com/copyright.html.
For data vendor disclaimers refer to www.ndr.com/vendorinfo/
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Finally, the percentage of equity demand
and supply value over the last six months
remains ambiguous (chart below).
Historically, this indicator has helped to
identify sustained rallies and drawdowns in
equities. When equity demand rises above
or falls below supply, this is bullish or bearish
for European equities.

In the last week, supply and demand
value has been hovering around 50%,

And supply and demand

suggesting bulls and bears are equally
balanced.

The bottom line

The bottom line is that following excessively
bearish survey sentiment at the end of
September, we have seen European equities
rally strongly. Technical indicators combined
with the seasonality factor suggest that we
could see equities rally further into the year-
end and early next year.

L
EQUITIES

But given our historical analysis of market
downturns around recessions, stock market
bottoms, and of the earnings cycle, we still
see downside risk.

Over the short-term we recommend a
neutral allocation to European equities
but maintain an element of caution over
the intermediate term.

MSCI Europe vs. Demand and Supply Value Daily Data 2019-11-11 to 2022-11-11
——MSCI Europe (2022-11-11 = 323.19)
355¢ 4355
316+ 1316
282+ 41282
251F 4251
224+ 41224
200} Source: MSCI, Refinitiv {200
—— % Trade Value on Rising Prices (6-Month Average) (2022-11-11 = 49.91)
— % Trade Value on Declining Prices (6-Month Average)(2022-11-11 = 50.09)
Excess Demand (Bullish)
540} m \M {540
520} WW w W Y /\\,W/MW \ Vo {520
| T w N L
| fMJ\-MW \/V\A/ V\f
50.0f ‘N }3 450.0
N A \
| U\;’ \f\W\A \’\»
48.01 A\ | JVM\“/‘ W /\I M A va v\/\\//]M 148.0
My | f / \ /v Sy /j
46.0+ Jk J 4146.0
L Excess Supply (Bearlsh) i
44.0 T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T 44.0
Jan Apr Jul Oct Jan Apr JuI Oct Jan Apr Jul Oct
2020 2021 2022
MSCI Europe MSCI Europe
1995-06-30 to 2022-11-11 2019-11-11 to 2022-11-11
Supply vs. % Gain/| % of Supply vs. % Gain/| % of
Demand Annum | Time Demand Annum | Time
* More Demand 9.93|69.47 * More Demand 3.14 [ 63.23
More Supply -7.23 130.53 More Supply 0.19 (36.77

Customized version of EUR_SPLDMD1

© Copyright 2022 Ned Davis Research, Inc. Further distribution prohibited without prior
permission. All Rights Reserved. See NDR Disclaimer at www.ndr.com/copyright.html.
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For global asset allocation, NDR recommends underweight
allocation to stocks, overweight allocation to cash and
marketweight allocation to bonds. We are underweight stocks
in response to new lows and bearish model readings.

Equity Allocation

U.S. | We have a modest underweight to stocks in our asset
allocation recommendation but are neutral on an absolute
basis. The hawkish Fed has overwhelmed the positive tape
development in the summer, but sentiment is extremely
pessimistic. We favor small-caps over large-caps and Value

over Growth.

INTERNATIONAL | We are overweight Europe ex. UK. and

marketweight on all other regions.

Macro

ECONOMY | The global economy is in a sustained slowdown
due to waning monetary and fiscal support, stubbornly high
inflation, and rising geopolitical risk. While the slowdown
remains moderate, the risk of severe recession increases in
2023. Global inflation pressures are easing but will remain

historically elevated in the foreseeable future.

FIXED INCOME | We reduced our bond exposure to 95% of
benchmark duration and expect the yield curve to flatten. We
are overweight Treasurys, MBS, and CMBS and underweight

high yield. We are marketweight everything else.

GOLD | Downtrend intact with relatively restrictive central

bank policies. We are bearish.

DOLLAR | We are neutral while keeping an eye on our dollar

composite readings.

PERIODICAL | ISSUE: #EURF22_33 | NDR.COM
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NDR HOUSE VIEWS (Updated November 10, 2022)

Economic summary November 14, 2022

Near term activity: @ Accelerating @ Neutral @ Decelerating

N TN T

Global Economy U.S. Economy U.S. Inflation
29%) (1.5%-2.0%) (40%-45%)

Economic gauges reflect changes in near-term economic activity. Numbers in parenthesis
refer to NDR 2022 forecasts.

Global Asset Allocation

@ Overweight @ Marketweight @ Underweight

® Cash(15%)
® Bonds (35%)
®  Stocks (50%)
Benchmark: Stocks (556%), Bonds (35%), Cash (10%)

Equities — Regional Relative Allocation
@® Europe ex. UK (14%)

US. (61%) | Emerging Markets (11%) | Japan (6%) | UK. (4%) |
Pacific ex. Japan (2%) | Canada (3%)

Benchmark — US. (615%), Europe ex. UK. (12%), Emerging Markets (11.2%), Japan (55%),
UK. (38%), Pacific ex. Japan (3%), Canada (31%)

Global Bond Allocation
@ Japan (19%)
® US (55%) | Europe (25%)
® UK 0%
Benchmark: US. (57%), Europe (25%), Japan (15%), UK. (4%)

U.S. Allocation
@® Cash (15%) | Small-Cap | Value
® Bonds (35%) | Mid-Cap
®  Stocks (50%) | Large-Cap | Growth
Benchmark: Stocks (65%), Bonds (35%), Cash (10%)
Sectors
@® Health Care (17%) | Energy (5%) | Materials (4%)
®  Consumer Discretionary (8%)

Benchmark: Technology (274%), Health Care (13.8%), Financials (10.7%), Communication
Services (9.3%), Consumer Discretionary (12.1%), Consumer Staples (70%), Industrials
(79%), Energy (4.0%), Utilities (2.7%), Real Estate (2.7%), Materials (2.5%)

U.S. Bonds — 95% of Benchmark Duration
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See the signals.™

Founded in 1980, Ned Davis Research Group is a leading independent
research firm with clients around the globe. With a range of products
and services utilizing a 360° methodology, we deliver award-winning
solutions to the world's leading investment management companies.
Our clients include professionals from global investment firms,
banks, insurance companies, mutual funds, hedge funds, pension 7ecnichY

and endowment funds, and registered investment advisors.

SENTIMENT

Important Information and Disclaimers

NDR (Ned Davis Research) uses the weight of the evidence and a 360-degree approach to build up to market
insights. When we say “evidence,” we mean processing millions of data series to fuel a historical perspective, build
proprietary indicators and models, and calm investors in a world full of bull/bear news hype and hysteria. We believe
that no client is too big or too small to benefit from NDR’s insights.

The data and analysis contained in NDR'’s publications are provided “as is” and without warranty of any kind, either
expressed or implied. The information is based on data believed to be reliable, but it is not guaranteed. NDR
DISCLAIMS ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY, SUITABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE.

NDR'’s reports reflect opinions of our analysts as of the date of each report, and they will not necessarily be updated
as views or information change. All opinions expressed therein are subject to change without notice, and you should
always obtain current information and perform due diligence before trading. NDR or its affiliated companies or their
respective shareholders, directors, officers and/or employees, may have long or short positions in the securities
discussed in NDR's publications and may purchase or sell such securities without notice.

NDR uses and has historically used various methods to evaluate investments which may, at times, produce
contradictory recommendations with respect to the same securities. When evaluating the results of prior NDR
recommendations or NDR performance rankings, one should also consider that NDR may modify the methods
it uses to evaluate investment opportunities from time to time, that model results do not impute or show
the compounded adverse effect of transaction costs or management fees or reflect actual investment
results, that other less ful recommendations made by NDR are not included with these model
performance reports, that some model results do not reflect actual historical recommendations, and that
investment models are necessarily constructed with the benefit of hindsight. Unless specifically noted on
a chart, report, or other device, all performance measures are purely hypothetical, and are the results of
back-tested methodologies using data and analysis over time periods that pre-dated the creation of the
analysis and do not reflect tax qu ion, commissi and other trading costs. For these
and for many other reasons, the performance of NDR’s past recommendations and model results are not a
guarantee of future results.

Using any graph, chart, formula, model, or other device to assist in deciding which securities to trade or when to
trade them presents many difficulties and their effectiveness has significant limitations, including that prior patterns
may not repeat themselves continuously or on any particular occasion. In addition, market participants using such
devices can impact the market in a way that changes the effectiveness of such devices. NDR believes no individual
graph, chart, formula, model, or other device should be used as the sole basis for any investment decision and
suggests that all market participants consider differing viewpoints and use a weight of the evidence approach that
fits their investment needs. Any particular piece of content or commentary may or may not be representative of the
NDR House View, and may not align with any of the other content or commentary that is provided in the service.
Performance measures on any chart or report are not intended to represent the performance of an investment
account or portfolio, as some formulas or models may have superior or inferior results over differing time periods
based upon macro-economic or investment market regimes. NDR generally provides a full history of a formula
or model's hypothetical performance, which often reflects an “all in” investment of the represented market or
security during “buy”, “bullish”, or similar recommendations. This approach is not indicative of the intended usage
of the recommendation in a client’s portfolio, and for this reason NDR does not typically display returns as would
be commonly stated when reporting portfolio performance. Clients seeking the usage of any NDR content in a
simulated portfolio back-test should contact their account representative to discuss testing that NDR can perform
using the client’s specific risk tolerances, fees, and other constraints.

NDR'’s reports are not intended to be the primary basis for investment decisions and are not designed to meet
the particular investment needs of any investor. The reports do not address the suitability of any particular
investment for any particular investor. The reports do not address the tax consequences of securities, investments,
or strategies, and investors should consult their tax advisors before making investment decisions. Investors should
seek professional advice before making investment decisions. The reports are not an offer or the solicitation of an
offer to buy or to sell a security.
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