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Sector views: maintain a tilt on cyclical laggards and undervalued sectors
OWs: Banks, Durables, Energy, Food Bev. Tob., Health Care, Aerospace & Defense, and Materials
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Source: Refinitiv, GenAM calculations as of 06/03/2024 in (X%): 12m EPS growth Source: Datastream, GenAM calculations

= OWSs: Banks (valuation, attractive if cycle turn for the better: easing in credit concerns and better financial condition + pick-up in economic activity), Durables
(resilient earnings, high upside risk if China starts to spend again), Energy (lagged oil prices move, which remains well supported by supply-demand dynamics,
strong FCF generation, cheap valuation), Food Bev. Tob. (strong underperformance to reverse, negative correlation with rates and inflation), HC (lower yields and a
stronger dollar remain supportive in the near term + upside potential to earnings, with new drugs in the pipeline, and patent expiry risk only at the end of the decade),
Aero&Defense (A&D, see next slide), Materials (positive eps revisions, providing a good cyclical hedge).

= UWSs: Auto (very tight credit spread, refinancing pose a risk, peaking margins and growth to flatten), Comm. Prof. Services, Insurance (negative correlation with

yields), Media, RE (rates still too high, refinancing risk elevated), Software (high valuation, performance overshooting eps revisions), Telecoms.
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Al / US Tech: are markets irrationally exuberant? Still far from dotcom levels...
Tech is taking up a bigger market cap share in SPX, but this reflects a comparable higher profits share

SPX IT market cap & profit US Tech market cap & S&P 500: Al stocks vs SPX, PEG (PE /LT eps growth):
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= The S&P 500 reached its highest level. This movement was mostly driven by strong earnings delivery from Al stocks, NVIDIA above all. But this Al
outperformance resulted in a strong concentration (top 10 stocks = ~ 35% tot. mkt cap).

= That said, we are still far from reaching dotcom bubble levels: at the peak (2000), the tech sector traded at 2x its profit share in the S&P 500 index, compared to
roughly 1.35x today. The Magnificent 7 are also trading at a similar multiple, just like the Nasdaqg 100.

= Markets are also pricing-in higher growth. While US Tech PE looks stretched, PEG (Price / Earnings over long-term — 3-5y — earnings growth) does not look
exuberant (near avg). Indeed, expected long-term earnings growth for the tech sector (20%) is higher than that of the market (15%).

= 3-yr fwd PE: the sector is at much lower levels than those reached in the dotcom bubble: 1.3x the S&P 500, compared to 2x in Mar 2000.
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... but getting neutral short-term. Good news are priced-in, leaving room for downside risks
Risks coming from anti-trust, geopolitics, and trade interventions. Diversify outside Al: countries, EU Growth, HC, Defense
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= More than just NVIDIA: Cloud spending has strong long-term growth perspective, as computing workloads migration will continue to be a dominant theme
influencing the sector. Among the Mag. 7, Amazon, Microsoft and Alphabet will be the main beneficiaries.

= |f opportunities are high in the Al space, so are risks: markets are already pricing-in very high growth, putting a lot of pressure on Al companies, which may fail to
deliver. Additional sources of concern are represented by anti-trust and geopolitical risks.

» Furthermore, the number of harmful trade intervention in high tech is strongly up in the past years. The introduction of new tariffs or import/export limitations (with
China in particular) may have negative impacts to revenues and earnings growth (i.e. Apple).

» Diversify outside of Al: EU Growth, like HC, Defense and through countries (see Trump dive-in and first page Equity Strategy).
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Aerospace & Defense: a long-term structural trend — higher EU defense spending ahead
Continued support over the next few years as NATO countries reverse decades of defense underspending
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= Defense: after decades of relatively low spending, the industry is back on the global agenda. While the sector in Europe already outperformed considerably, we see
continued support to orders going forward as countries look to increase past spending trends.

»= On March 5™, the EU Commission unveiled a new European defence industrial strateqy to achieve industrial readiness, encouraging EU countries to invest more
and providing €1.5 bn in funding (from the EU budget over the 2025 - 2027). By 2030 EU countries should spend at least half of their defense procurement
budget on products made in Europe and trade at least 35% of defense goods between EU countries.

= Judging by multiples, the EU sector looks expensive (PE = 22X), but the 3-5y forward EPS growth (36%) is much higher than market (10%). The sector has a
lower PEG (PE/eps growth), even when adjusted by ROE / COE and Beta (see next slide, where the PEG uses FY3 EPS at the nominator).

= Composite valuation: both US & EU A&D sectors score better than the overall US Market. P/BV vs ROE: the two sectors look fair valued.
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https://commission.europa.eu/news/first-ever-european-defence-industrial-strategy-enhance-europes-readiness-and-security-2024-03-05_en

A&D: subdued US defense spending growth in ‘25. But increasing RPKs a positive for Aerospace
ESG: controversial weapons a key concern, companies involved mostly excluded due to international treaties / national laws

US vs EU Aero & Defense:
Tot. Ret. vs EPS
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= US Defense outlook more muted: FY2025 DoD budget was released on March 11t with an expected 1% growth. There is still no 2024 budget, as Congress
operates under a continuing resolution. This is potentially unattractive for the sector, which typically outperform when defense investment budgets rise in real terms.

= After decades of US vs EU outperformance, the past 2-years have been more positive for the EU sectors. That said, despite high multiples for both, the sectors
score positively in EU and US thanks to higher expected growth, potentially offering an alternative to tech

» ESG: the sector is not excluded a priori, but rather exclusions focus on companies involved in controversial weapons (directly and indirectly). Currently, no member
of the MSCI EU A&D sector is subject to exclusion. Instead in the US, 7 companies out of 12 (~80% of the mkt cap) are restricted.*

= The public opinion on the sector as a whole — despite highly volatile and dependant to the geopolitical situation — is rather benign. Investors predominantly

exclude controversial weapons (both due to international treaties and/or national laws — i.e. L220).
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Credit Sector Allocation — European Credit market |G + BB

Sector Industry Group Credit Research XAQ EUR IG Spread vs Rating
N . Media & Entertainment uw Neutral OAS bp
Communication Services —— - 240
Telecommunication Services Neutral uw e Current '
Automobiles & Components uw Neutral 220 o 1st Jan 24 B
. . Consumer Discretionary Distribution & Retail Neutral Neutral 200
Consumer Discretionary o
Consumer Durables & Apparel Stg UW uw 180 Financial =
Consumer Services Neutral Uuw 160 . Auto
Consumer Staples Distribution & Retail Neutral Neutral 140 E”‘irgy Transportation (g, © /- Leisure Services
Consumer Staples Food, Beverage & Tobacco uw Neutral 120 e H ¢
Household & Personal Products Stg UW uw ° o o h
[ ]
Energy Energy Neutral uw 100 Capital Goods & ¢ H
Health Care Health Care Equipment & Services Neutral Neutral 80 Telecommunications  Basic Industry Healthcare
Pharmaceuticals biotechnology & life sci Neutral uw 60 A A A - . -
- + - + -
Capltal Goods uw uw Source:Bloomberg, BofAML indices, GenAM own calculations
Industrials Commercial & Professional Services Neutral Neutral
Transportation Neutral Neutral . L ) )
Semiconductors & Semiconductor Equipment oW oW = We like Utilities for its defensiveness, Banks and
Information Technology |Software & Services Neutral Neutral Insurance as it is F;urrently benefitting from higher rates
Technology Hardware & Equipment T oW and heavy supply in dollars vs euros, Technology and
Materials Naterials oW oW Real Estate as we believe the compression is not over as
long as risky assets are performing.
Real Estate Real Estate Management & Development ow ow g y P 9
Equity Real Estate Investment Trusts (REITs) ow Neutral = Conversely, we underweight, Telcos on weak
Utilities Utilities Neutral ow fundamentals, Consumer discretionary and services,
Banks ow oW HH & _personal products, Energy, Cap gopds,
Financials Financial Services Neutral Neutral Mater!als and Phar.'ma on eXp_enS'Ve valuqtlons o
Insurance oW oW especially versus wider defensive sectors like Ultilities.
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Sheet1

		Sector		Industry Group		Credit Research		XAQ

		Communication Services		Media & Entertainment		UW		Neutral

				Telecommunication Services		Neutral		UW

		Consumer Discretionary		Automobiles & Components		UW		Neutral

				Consumer Discretionary Distribution & Retail		Neutral		Neutral

				Consumer Durables & Apparel		Stg UW		UW

				Consumer Services		Neutral		UW

		Consumer Staples		Consumer Staples Distribution & Retail		Neutral		Neutral

				Food, Beverage & Tobacco		UW		Neutral

				Household & Personal Products		Stg UW		UW

		Energy		Energy		Neutral		UW

		Health Care		Health Care Equipment & Services		Neutral		Neutral

				Pharmaceuticals biotechnology & life sci		Neutral		UW

		Industrials		Capital Goods		UW		UW

				Commercial & Professional Services		Neutral		Neutral

				Transportation		Neutral		Neutral

		Information Technology		Semiconductors & Semiconductor Equipment		OW		OW

				Software & Services		Neutral		Neutral

				Technology Hardware & Equipment		UW		OW

		Materials		Materials		UW		UW

		Real Estate		Real Estate Management & Development		OW		OW

				Equity Real Estate Investment Trusts (REITs)		OW		Neutral

		Utilities		Utilities		Neutral		OW

		Financials		Banks		OW		OW

				Financial Services		Neutral		Neutral

				Insurance		OW		OW
















Still OW subordinated financials but less steam from here
But we still favour AT1 to single Bs and callable Tier 2 to bullets

Europear_l I_oanks AT1 yield AT1 vs MSCI Europe Tier 2, AT1 & Corp hybrids AT1 vs HY Bs
vs dividend yield Banks valuation ratios yield to worst, %
10 Total return base 100 : 01/01/2014 in Govt OAS terms —|CE BofA Contingent Capital
180 4.0 12 Index
8 35 —|CE BofA Single-B Euro
) 160 ’ 10 High Yield Index
140 3.0
4 120 2,5 8
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6
0 —£ SXT7E Best DivYld in % 80 1.5
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- > NS I ST Y —Corp hybrids vs senior non-fin 5
01/15 01/17 01/19 01/21 01/23 AR NN N —AT1 vs senior fin (rhs) 2015 2017 2019 2021 2023
Source:Bloomberg, BofAML indices, GenAM own Source:Bloomberg, BofAML indices, GenAM Sourt Ce-'SOUfCG-'BIOOmberg, BofAML Indices, Sourt Ce"B/OO’.nb erg, BofAML Indices, GenAM
GenAM own calculations own calculations

calculations own calculations

Subordination risk overall preferred to credit risk : AT1 preferred to single B, Tier 2 preferred to BBS and corporate hybrids
UW Senior Preferred : Convergence toward Senior Non-preferred will continue

OW Senior Non-Preferred : Thanks to extra carry vs Non-Fins

Neutral Tier 2 but prefer Banks over Insurance and callable over non-callable

OW AT1 : Both Euro and Dollars on valuation and fundamental grounds bot as usual selectivity remains key

GENERALI
TN ASSET MANAGEMENT

FOR PROFESSIONAL INVESTORS ONLY



APPENDIX — IMPRINT

Macro & Market Research team

Head of Research:
Vincent Chaigneau (vincent.chaigneau@generali-invest.com)

Head of Macro & Market Research:
Dr. Thomas Hempell, CFA (thomas.hempell@generali-invest.com)

Team:

Elisabeth Assmuth (elisabeth.assmuth@generali-invest.com)
Elisa Belgacem (elisa.belgacem@generali-invest.com)

Radomir J&¢ (radomir.jac@generali.com)

Jakub Kratky (jakub.kratky@generali.com)

Michele Morganti (michele.morganti@generali-invest.com)
Vladimir Oleinikov, CFA (vladimir.oleinikov@generali-invest.com)
Dr. Martin Pohl (martin.pohl@generali.com)

Dr. Thorsten Runde (thorsten.runde@generali-invest.com)

Dr. Christoph Siepmann (christoph.siepmann@generali-invest.com)
Dr. Florian Spate, CIIA (florian.spaete@generali-invest.com)
Guillaume Tresca (guillaume.tresca@generali-invest.com)

Dr. Martin Wolburg, CIIA (martin.wolburg@generali-invest.com)
Paolo Zanghieri, PhD (paolo.zanghieri@generali.com)

Issued by:
Generali Asset Management S.p.A. Research Department

8 FOR PROFESSIONAL INVESTORS ONLY

Sources for charts and tables:
Refinitiv/Datastream, Bloomberg, own calculations
Version completed: April 03, 2024

In Italy: In France: In Germany:

Generali Investments Generali Investments Generali Investments
Europe S.p.A SGR Europe S.p.A SGR Europe S.p.A. SGR

Piazza Tre Torri, 1 2, Rue Pillet-Will Tunisstralle 29
20145 Milano M, Italy 75009 Paris Cedex 50667 Cologne,
09, France Germany

Piazza Duchi degli
Abruzzi 1,

34132 Trieste TS, Italy
www.generali-investments.com

This document is based on information and opinions which Generali Asset Management S.p.A. Societa
di gestione del risparmio has obtained from sources within and outside of the Generali Group. While such
information is believed to be reliable for the purposes used herein, no representation or warranty,
expressed or implied, is made that such information or opinions are accurate or complete. The
information, opinions estimates and forecasts expressed in this document are as of the date of this
publication and represent only the judgment of Generali Asset Management S.p.A. Societa di gestione
del risparmio and may be subject to any change without notification. It shall not be considered as an
explicit or implicit recommendation of investment strategy or as investment advice. Before subscribing an
offer of investment services, each potential client shall be given every document provided by the
regulations in force from time to time, documents to be carefully read by the client before making any
investment choice. Generali Asset Management S.p.A. Societa di gestione del risparmio may have taken
or, and may in the future take, investment decisions for the portfolios it manages which are contrary to the
views expressed herein. Generali Asset Management S.p. A. Societa di gestione del risparmio relieves
itself from any responsibility concerning mistakes or omissions and shall not be considered responsible in
case of possible damages or losses related to the improper use of the information herein provided. It is
recommended to look over the regulation, available on our website www.generali-am.com. Generali
Asset Management S.p. A. Societa di gestione del risparmio is part of the Generali Group which was
established in 1831 in Trieste as Assicurazioni Generali Austro ltaliche.

ESpfpur

GENERALI

ASSET MANAGEMENT


http://www.generali-investments.com/

	Dive-In�Sector Views: favour cyclical laggards and undervalued sectors 
	Sector views: maintain a tilt on cyclical laggards and undervalued sectors�
	AI / US Tech: are markets irrationally exuberant? Still far from dotcom levels…
	… but getting neutral short-term. Good news are priced-in, leaving room for downside risks
	Aerospace & Defense: a long-term structural trend – higher EU defense spending ahead 
	A&D: subdued US defense spending growth in ‘25. But increasing RPKs a positive for Aerospace 
	Credit Sector Allocation – European Credit market IG + BB 
	Still OW subordinated financials but less steam from here 
	APPENDIX – IMPRINT

