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2023 at a glance 2024 at a glance

The top 5 performing major markets Interest rate volatility stayed high in 2023, well above its post-global financial
crisis average — we expect it to fall in 2024 but not to 2013-2019 levels
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1. One of the key characteristics of 2023 was high interest rate volatility. Despite this, the U.S. 10-year 1. Government bonds are attractive for hedging against downside risks. We expect that interest
Treasury yield ended the year almost exactly where it began — at c. 3.88%. rate volatility will decline and elevated nominal and real yields will fall over 2024, as central banks

. t poli t inflation fall d/or b the risks of slowi wth rise.
2. An expected recession in the U.S. didn’t materialise. Bloomberg reported that 85% of polled economists cut policy rates as infiation afls and/or because fhe risks of slowing gro rse

had predicted a U.S. recession in 2023. Instead, the U.S. economy exhibited continued resilience over the 2. Intra-asset class alpha opportunities: equity alpha, hedge funds, and selective investments in
year, especially in consumer and services sectors, helping equities achieve an exceptional return. private credit and real assets offer a potentially attractive source of return and diversification in a

. . . S world of still high uncertainty.
3. Inflation fell significantly across most developed economies, gradually lowering its influence on market 9 vy

price action in the fourth quarter — US CPI (year-over-year) was 7.1% at the end of 2022 and in a 3.0 — 3.7% 3. Macro alpha opportunities: target relative value opportunities, for example, long Japan equity
range between July and December. relative to world equity or UK government bonds relative to US government bonds.
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Government bonds

At current yield levels, we believe that selective government bonds are attractively priced

What happened over the past month:

Bond prices continued to rally sharply in December, led by the US. US 10y nominal bond yields fell
almost 0.5%, bringing the collective decline since the start of November 2023 to roughly 1%. Other major
developed markets (except for Japan) followed suit, with UK 10y yields registering the sharpest decline.

Factors influencing market trends:

Bond markets continue to show significant sensitivity to economic data and announcements. In
December, a key catalyst was the US Fed Open Market Committee meeting. While the policy rate was held
at 5.25% to 5.5%, Fed comments were notably more accommodative than prior meetings, seeing risks
around its inflation and employment objectives as being more balanced. This shift in tone was reflected in
their closely-followed dot plots, which provides committee members’ forecasts for the Fed Funds rate — the
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median projection now suggests three 25bp cuts in 2024, lowering bond yields and raising bond prices.

Looking ahead:

Yield volatility may continue for the next few months. Having fallen so sharply, there is a growing risk
that yields correct higher, near-term. However, as more consumers and businesses are confronted with
higher borrowing costs, we expect economic headwinds ultimately to dominate, pushing yields lower. Over
2to 3years, we think it is probable that bond yields (prices) fall (rise) relative to current levels,
protecting return-seeking portfolios, albeit less than a couple of months back.

For under-hedged liability-driven-investment portfolios current pricing appears reasonable to return
towards target levels. This will help to maintain funding levels in a scenario where yields adjust down.
This is a risk, particularly in the UK, given high starting yields and signs of economic weakening.

US Federal Reserve policy rate projections were revised down in December after a series
of upwards revisions over the last year
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Credit

Over five years we expect investment grade credit to moderately outperform government bonds

What happened over the past month:

Global investment grade corporate credit spreads fell moderately in December — narrowing by 7bp
over the month, 33bp over 2023, and ending the year at a relatively low level of 115bp. Global high yield
credit spreads moved in-line with positive equity returns in December, with spreads narrowing by 39bp, to
cap a good year for high yield bond performance.

What has influenced recent market dynamics?

Relatively healthy interest coverage ratios and a notable phase of corporate issuers terming out their
debt maturities prior to the recent rate hiking cycle, has cushioned corporate credit markets from the
slowdown in global economic growth. The exceptional resilience of the US economy — with a much better-
than-expected real GDP growth rate of 2.8% in 2023 — was also a key support. As a result, the non-

Investment grade spreads by country
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financial corporate default cycle was relatively benign throughout 2023.
Looking ahead:

Over athree-to-five year horizon, we expect global investment grade corporate credit to provide
moderate returns above government bonds, with some important differences between the major
markets. Similarly, we expect global high yield credit to outperform government bonds and investment
grade credit over the medium-term.

We are more cautious in the shorter-term, given the narrowing of corporate credit spreads in 2023, their low
levels currently, and our slight tilt towards downside risks to earnings growth in 2024. US corporate credit
spreads are especially low, are pricing-in a very good set of fundamental conditions for company debt, and
are at risk of disappointing market expectations in our view.

For the time being, company cashflow-based measures show little sign of corporate stress
in the headline numbers — we expect this to adjust negatively going forward
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Equities

A positive December and exceptionally strong equity returns over 2023

What happened over the past month:

Global equities extended their November rally into December, contributing to an exceptionally
strong world equity market return over 2023. The guidance from the US Federal Reserve in December
added to positive market sentiment, as the Fed spoke to a higher likelihood of a “soft landing”.

Broad market trends:

Company earnings growth was relatively weak over the past year in most major economies. Looking to
forward earnings, equity pricing and analyst forecasts for future earnings growth both show an expectation
that earnings will pick up significantly in 2024, in the US especially. Our assessment of economic
fundamentals leads us to a marginally more cautious view based on weakening leading economic
indicators.

Global equity valuations
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Currently, changes in interest rate policy and yield levels are a key driver of broad equity market pricing and
valuations. Equity markets are extrapolating an expectation of falling interest rates to be a positive for stock
prices. However, we expect that from here, a more accommodative central bank stance would be more
consistent with weaker economic fundamentals. That is, equities will continue to face near-term downside
risks if we see more evidence of growth weakness and/or a downside revision to earnings expectations.

Looking ahead:

Overall, we retain a neutral view on equities over a five-year horizon but remain cautious in the nearer-
term.

We continue to see value in Japanese equities, given the positive impact on fundamentals of a push to
improve corporate governance, stimulative policy, and good cyclical economic growth conditions.

The world equity risk premium is at the low end of its 20-year trading range, after the very
strong returns from equities in 2023

8%, MSCI World Index - ERP
7%
6%
5%

4%

3%
2%
0%

-1%
° 04 05 ‘06 '07 '08 '09 ‘10 ‘11 12 13 14 ‘15 16 ‘17 18 19 20 ‘21 22 '23

Sources: FactSet, WTW



FX

We hold a positive view on most developed currencies relative to the US dollar over the long term

What happened over the past month:

Most major currencies rose against the dollar last month. The Japanese yen saw the largest move,
rising almost 5%, with the Canadian and Australian dollar appreciating around 3%. European currencies
were relatively flat.

Factors influencing market trends:

Changes in interest rate differentials between countries continue to play a key role. The recent
depreciation of the US dollar coincided with a dip in US yields versus other bond markets, particularly
Japan. This reduces the relative attractiveness of US bond investments, pushing capital flows outwards.

Over a two-to-three-year horizon, the US dollar remains significantly stronger. Higher interest rates have
favoured the currency over this longer period. Additionally, growth and terms-of-trade have been

Developed exchange rates versus the dollar
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supportive. The fact that the US economy has been as resilient as it has been — many were predicting a
recession in 2023 — has supported an extended period of strong capital flows into the US.

Looking ahead:

Following its appreciation, the US dollar has become more expensive (less competitive) against other major
currencies on our preferred medium-term fair value metrics. This suggests downwards pressure over a 3-
to-5-year horizon and a positive view on most developed market currencies against the dollar. In the
near term, however, the relative strength of the US economy and/or its safe-haven status could lead to
further appreciation. In the shorter term, we are neutral on most currencies except for a positive view on the
Japanese yen.

To a significant degree recent exchange rate dynamics have been driven by differences in
interest rates between countries
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Disclaimer

WTW has prepared this material for general information purposes only and it should not be considered a substitute for specific professional advice. In particular, its contents are not
intended by WTW to be construed as the provision of investment, legal, accounting, tax or other professional advice or recommendations of any kind, or to form the basis of any
decision to do or to refrain from doing anything. As such, this material should not be relied upon for investment or other financial decisions and no such decisions should be taken
based on its contents without seeking specific advice.

This material is based on information available to WTW at the date of this material and takes no account of developments after that date. In preparing this material we have relied
upon data supplied to us or our affiliates by third parties. Whilst reasonable care has been taken to gauge the reliability of this data, we provide no guarantee as to the accuracy or
completeness of this data and WTW and its affiliates and their respective directors, officers and employees accept no responsibility and will not be liable for any errors, omissions or
misrepresentations by any third party in respect of such data.

This material may incorporate information and data made available by certain third parties, including (but not limited to): Bloomberg L.P.; CRSP; MSCI; FactSet; FTSE; FTSE
NAREIT; FTSE RAFI; Hedge Fund Research Inc.; ICE Benchmark Administration (LIBOR); JP Morgan; Markit Group Limited; Russell; and, Standard & Poor’s Financial Services LLC
(each a “Third Party”). Details of the disclaimers and/or attribution relating to each relevant Third Party can be found at this link: hitps://www.wtwco.com/en-gb/notices/index-vendor-
disclaimers

This material may not be reproduced or distributed to any other party, whether in whole or in part, without WTW'’s prior written permission, except as may be required by law. In the
absence of our express written agreement to the contrary, WTW and its affiliates and their respective directors, officers and employees accept no responsibility and will not be liable
for any consequences howsoever arising from any use of or reliance on this material or any of its contents.
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About WTW

At WTW (NASDAQ: WTW), we provide data-driven, insight-led solutions in
the areas of people, risk and capital. Leveraging the global view and local
expertise of our colleagues serving 140 countries and markets, we help you
sharpen your strategy, enhance organizational resilience, motivate your
workforce and maximise performance. Working shoulder to shoulder with
you, we uncover opportunities for sustainable success — and provide
perspective that moves you. Learn more at wtwco.com.
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