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GLOBAL  MARKET  REACT IONS

TO  RECESS ION CONCERNS  

EXECUTIVE SUMMARY

Japan: The recent sharp correction in Japan's Nikkei 225 Index was largely driven by the Bank of
Japan's interest rate hike, which disrupted the carry trade strategy, leading to a rapid
appreciation of the yen and a significant sell-off in Japanese equities. 

US: In July 2024, the US labor market showed signs of slowing, with decreased job growth and
rising unemployment. This contributed to heightened uncertainty, leading to significant
corrections in US equity markets as fears of an economic slowdown intensified. However,
Powell’s speech at Jackson Hole, which hinted at the potential adjustment of monetary policy to
include the interest rate cut, fueled market expectations. 

Gold: As global markets faced increased volatility and economic uncertainty, gold prices surged,
reinforcing its role as a safe-haven asset. Investors shifted capital into gold, seeking protection
from the instability in equities and other riskier assets. 

Crypto: The crypto market experienced significant declines, with Bitcoin and Ethereum suffering
steep corrections due to broader market fears and risk aversion. The unwinding of carry trades
and macroeconomic pressures further exacerbated these losses. 

China: Chinese stock markets, particularly the Hang Seng Index and CSI 300 Index, were
relatively resilient compared to Japanese equities due to their already low valuations before the
crisis, which cushioned them from steeper losses during the market downturn. 

As global markets face heightened uncertainty and volatility in July and August, different regions
and assets are experiencing varied impacts based on their economic policies, market conditions and
investor sentiment. 

Below is an overview of the current market situation in key regions and assets: 
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NIKKEI 225 INDEX

JAPAN MARKET

The recent sharp correction in Japan's Nikkei 225 Index, which saw it drop from a high of 42,224 on July 11, 2024, to 31,458
on August 5, 2024, a staggering 25% decline within a month, was driven by several key factors. 

One of the primary reasons for the Nikkei 225's downturn was the Bank of Japan's decision on July 31 to raise interest rates
to 0.25% from a previous range of 0% to 0.1%, marking the second rate increase this year, following the central bank's
decision on March 19 this year to lift its negative interest rate policy. 

This policy shift led to a rapid appreciation of the Japanese yen, significantly impacting global financial markets, particularly
the carry trade strategy. 
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US MARKET

In July 2024, the US labor market showed signs of slowing, which had significant impacts across global financial markets. The
Bureau of Labor Statistics reported that the US economy added 114,000 jobs during the month, a marked decrease from the
previous month’s growth. This slowdown was coupled with an increase in the unemployment rate, which rose to 4.3% from
4.1% in June, marking its highest level since October 2021. 

These indicators signaled that the labor market was cooling more rapidly than anticipated. The market interpreted this data as
a potential indicator to economic downturns. Although the slowing job growth suggested that the Federal Reserve might ease
its monetary policy by September, the immediate reaction in the markets was one of heightened uncertainty. 

Fears of an economic slowdown led to widespread sell-off in the equity markets, with major indices in both the US and Japan
suffering significant declines. The S&P 500 Index experienced a notable decline, dropping from 5,667 on July 16, 2024, to
5,186 by August 5, 2024, representing an 8% correction. 

This combination of a cooling labor market and ongoing concerns about future economic growth created a perfect storm,
leading to the sharp market corrections observed in July and August 2024. 

CARRY TRADE

The carry trade is a popular investment strategy that investors borrow money in a currency with low interest rates, like the
Japanese yen, and invest it in assets denominated in currencies with higher interest rates. The goal is to profit from the
difference between the borrowing cost (low interest rate) and the returns from the invested assets (higher interest rate).

For years, Japan's low-interest environment made it a prime source for carry trades. Investors would borrow yen at minimal
cost and then convert the funds into currencies like the US dollar to invest in bonds, stocks or other high-yielding assets in
those countries. As long as the yen remained stable or depreciated, these trades were profitable.

However, the BoJ's rate hike disrupted this strategy. The yen appreciated sharply following the rate increase, which meant
that when investors needed to convert their foreign assets back into yen to repay their loans, they faced potential losses. The
stronger yen eroded the profits from these carry trades and, in some cases, turned them into losses. 

To mitigate this, investors began unwinding their positions rapidly, selling off their investments and converting back to yen.
This mass liquidation of assets created intense selling pressure, not only in Japan but also in other markets linked to these
trades, contributing significantly to the sharp decline in Japanese equities.

In essence, the carry trade strategy is highly sensitive to currency movements and the sudden shift in Japan's monetary policy
triggered a chain reaction that severely impacted the equity markets​.



The whole world was closely watching the speech delivered by Fed Chair, Powell, at Jackson Hole on August 23, 2024. The
Jackson Hole Economic Symposium is crucial because it offers insights from global economic leaders, influencing market
expectations and signaling potential shifts in monetary policy. 

Powell highlighted significant progress since the pandemic, with inflation easing and the labor market stabilizing. He
emphasized that the Fed’s focus on returning inflation to the 2% target, acknowledging the need to balance inflation with
unemployment risks. 

Powell reflected on the causes of the recent inflation surge, attributing it to supply chain disruptions, heightened consumer
demand and global shocks like the Ukraine crisis. He explained how the Fed’s shift from viewing inflation as transitory in the
beginning to adopting more aggressive policies helped manage inflation without significantly raising unemployment rate. 

Powell stressed the ongoing challenges and lessons learned from the pandemic, reaffirming the Fed’s commitment to
achieving price stability and maintaining a strong labor market. The Fed is ready to adjust its policies as needed. 

The market is currently very bullish on Powell's statement: “The time has come for policy to adjust. The direction of travel is
clear and the timing and pace of rate cuts will depend on incoming data, the evolving outlook and the balance of risks.” The
keyword here is “adjust”. Powell explicitly indicated that the time is approaching to adjust the Fed's restrictive monetary policy,
suggesting that interest rate cuts could begin in the coming quarters. As a result, the market consensus now expects a rate
cut as early as September. 
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FED POWELL’S JACKSON HOLE SPEECH 

US FED TARGET RATE MID POINT OF RANGE (%)
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S&P 500 INDEX VS FED FUNDS RATE

While an interest rate cut is generally seen as good news for the market, it is counterintuitive that US stock market often
experiences short-term corrections when the Fed cuts rates. This pattern has been observed during historical rate cuts in
2000, 2007 and 2020, where market reactions were driven by fears of an impending economic recession. The last rate cut,
during the COVID-19 crisis in 2020, also led to a short-term market correction before a strong bull market followed. The
question now is, will this time be any different?  
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Bitcoin experienced a dramatic decline from $68,147 on July 22, 2024, to $54,395 on August 5, 2024, marking a 20%
correction. As a high-beta asset, Bitcoin is highly sensitive to shifts in market sentiment, often magnifying the effects of
broader market trends. In a risk-off environment, where investors become more cautious and retreat from riskier assets,
Bitcoin tends to experience sharper declines compared to more traditional investments like equities or bonds. 

ETHEREUM

In July and August 2024, Ethereum witnessed a sharp decline in its price, dropping from $3,524 to around $2,349, a 
decrease of 33%. This decline was more pronounced than Bitcoin's, highlighting Ethereum's increased vulnerability to the 
negative market sentiment during this period. The downturn was driven by broader market corrections and growing investor 
caution. Despite its widespread use in decentralized applications, Ethereum struggled to maintain its value, reflecting the 
market's preference for safer assets in uncertain times. This period of underperformance underscores the challenges 
Ethereum faced in maintaining investor confidence amidst broader market correction in the short term. 

The recent market turmoil, driven by factors such as market concerns of recession and a high-interest rate environment, led to 
widespread risk aversion. In such an environment, investors flocked to safer assets, leaving high-beta assets like crypto 
particularly vulnerable to significant sell-offs. This heightened volatility in crypto, exacerbated by the unwinding of carry trades 
and the impact of macroeconomic pressures, resulted in its substantial correction during this period.  
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Gold's role as a safe-haven asset becomes particularly prominent during periods of heightened market volatility and economic
uncertainty. Unlike high-risk assets, which are prone to sharp declines during turbulent times, gold tends to hold its value or
even appreciate, making it a preferred choice for investors seeking to protect their wealth. Over the past two months, as
global markets were roiled by factors such as fears of a potential recession, gold prices surged. Investors, wary of the
instability in equities and other riskier assets, sold US and Japanese stocks and shifted their capital into gold, driving its strong
performance. 

This trend also reflects broader market sentiment during economic downturns. When recession fears intensify, investors often
reallocate their portfolios to include more gold, anticipating its stability in comparison to more volatile assets. Gold's historical
resilience in the face of economic slowdowns gives it a unique position in financial markets. It acts not only as a hedge
against inflation but also as a buffer against economic contraction, offering a degree of security when other assets falter. As a
result, gold remains a critical component in diversified investment strategies, particularly during uncertain economic periods. 

GOLD 

Source: Bloomberg

GOLD
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The Hang Seng Index and CSI 300 Index experienced relatively smaller declines compared to the broader global stock
markets, including Japan. Hang Seng Index experienced a small decline from 18,293 on July 12, to 16,647 on August 6,
marking a 9% drop, resilient in Asia, compared to the Japanese stock market. 

One key factor behind this resilience is that the Chinese stock markets had already experienced significant downturns prior
to the recent crisis, leaving them at lower valuations relative to their global peers. Specifically, the Hang Seng Index and CSI
300 Index were trading at 8.5x and 12x for 2024 P/E respectively, which are considerably lower than those of other major
markets. As a result, their already discounted valuations helped cushion them from steeper losses during the global market
downturn. This lower starting point meant there was less room for further declines, contributing to their comparatively
resilient performance amidst the crisis. 

To conclude, July and August have been months of significant market challenges, with recession fears driving volatility
across the globe. Japan's rate hikes, a cooling US labor market and the heightened appeal of gold reflect the complex
interplay of economic forces. Meanwhile, the crypto market has shown its vulnerability to these broader correction trends. As
we move forward, these developments underscore the need for strategic asset allocation in an uncertain economic
environment. 
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CHINA MARKET

BENEFITS OF EQUITIESFIRST’S LENDING MODEL

We provide loans backed by stocks listed on major stock exchanges, including those in Hong Kong, Japan, Singapore, US,
etc. Our loans feature competitive interest rates, averaging at 3.5%, with a high loan-to-value ratio ranging between 60-70%
and a reasonable average margin call threshold set at 50%. EquitiesFirst’s lending model also offers several additional
advantages including non-recourse, no personal guarantee required and non-purpose. EquitiesFirst voluntarily waives the
right to pursue repayment if the borrower decides to default on the loan obligation. 

HANG SENG INDEX
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CONTACT US

Indianapolis
London

Dubai

Beijing

Shanghai Seoul

Bangkok Hong Kong

Singapore

Brisbane

Perth Sydney
Melbourne

GORDON CROSBIE-WALSH 
CEO Asia 
+852 3958 4589
gcrosbie-walsh@equitiesfirst.com

+86 10 5929 8686
info@equitiesfirst.com

+66 2059 0242
THinfo@equitiesfirst.com

+82 2 6370 5180
info@equitiesfirst.com

HONG KONG 
+852 3958 4500
HKinfo@equitiesfirst.com

+86 21 5117 5896
info@equitiesfirst.com

+65 6978 9100
SGinfo@equitiesfirst.com

B E I J I N G

B A N G K O K

S E O U L

S H A N G H A I

S I N G A P O R E

EquitiesFirst is a global investment firm which specializes equity-backed financing for long-term, concentrated shareholders.
Over 20 years, EquitiesFirst has provided capital to hundreds of investors and entrepreneurs around the world. (https://equitiesfirst.com/)
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DISCLAIMER

South Korea - The foregoing is intended solely for sophisticated investors, professional investors or otherwise qualified investors who have sufficient knowledge and
experience in entering into securities financing transactions such as securities repo or securities loan transaction. It is not intended for, and should not be used by,
persons who do not meet that criteria. Information provided herein is for information purposes only and does not constitute an offer to sell (or solicitation of an offer to
purchase) the securities or investments referenced herein (“Offer”). Any such Offer shall only be made through a relevant offering or other documentation which sets
forth its material terms and conditions. The foregoing does not provide or purport to provide investment advice, nor does it provide or purport to provide any legal or
financial advisory or other professional advice or services which are regulated in jurisdiction in which EquitiesFirst (Equities First Holdings, LLC and its subsidiaries)
operates, does business, resides, including, Republic of Korea or that may otherwise have regulatory authority over EquitiesFirst. The foregoing has been prepared by
EquitiesFirst based on or derived from sources EquitiesFirst reasonably believes to be reliable. However, EquitiesFirst has not independently examined or verified the
information provided herein and no representation is made that it is accurate or complete. Opinions and information herein are subject to change without notice.

China, Hong Kong and Singapore - Equities First Holdings Hong Kong Limited holds a Hong Kong Securities and Futures Commission Type 1 License and licensed in
Hong Kong under the Money Lenders Ordinance (Money Lender’s Licence No. 1681/2023). EquitiesFirst (“EquitiesFirst” refers to Equities First Holdings LLC, and all
subsidiaries of such company in all countries where they are engaged in business activities of any nature). This document is prepared by EquitiesFirst. It is not intended
as an offer to sell securities or a solicitation to buy any product managed or provided by Equities First. It aims to provide general information on the EFH loan facility
which is not authorized for retail use in Hong Kong and is only available for Professional Investors. This document is not directed to individuals or organizations for
whom such offers or invitations would be unlawful or prohibited. Past performance is not a guarantee or a reliable indicator of future results. All investments contain
risk and may lose value. The information contained herein may be incomplete or incomprehensive. Accordingly, the information is qualified in its entirety by the terms
applicable to the facility as set out in its constitutive documents (Loan Documents) and should be read together with such Loan Documents. This presentation has been
prepared without consideration of the investment objectives, financial situation, or particular needs of any individual investor. You should consider your own investment
objectives, financial situation, and particular needs before taking any action with respect to a financial product referred to in this presentation. In preparing this
presentation, EFH is assuming your organization is capable of evaluating the merits and risks of any financial transaction described herein and its suitability for your
organization’s purposes and its legal, taxation, accounting, and financial implications and that in making this evaluation you are not reliant on any recommendation or
statements made by EFH. Before entering into any transaction EFH strongly encourages you to independently assess these things and fully understand the transaction
in its entirety. EFH does not act as an adviser in any capacity and strongly recommends all borrowers seek independent advisement when assessing the transaction
and its suitability. To the extent it is permitted by applicable law, Equities First, its affiliates, and any officer or employee of Equities First or its affiliates do not accept
any liability whatsoever for any direct or consequential loss arising from the use of this presentation or its contents, including for negligence. Trading in equities,
futures, options, commodities, currencies, or derivatives can have risks and is not appropriate for all persons. Under some market conditions, it may be impossible to
liquidate a position. Copyright protections exist in this presentation. The contents of this presentation are strictly confidential and may not be disclosed, reproduced,
distributed, or published by any person for any purpose without the expressed written consent of EFH, LLC. EFH makes no guarantee, representation, or warranty and
accepts no responsibility or liability as to its accuracy or completeness. Expressions of opinion are those of Equities First only and are subject to changes without
notice. Further information is available upon request.

Thailand - EquitiesFirst (“EquitiesFirst” refers to Equities First Holdings LLC, and all subsidiaries of such company in all countries where they are engaged in business
activities of any nature). The foregoing is intended solely for certain, or certain class of, recipient who is qualified to independently consider and act on the information
provided herein pursuant to laws and regulations applicable to such recipient. As such, the information provided herein is for information purposes only and does not
constitute an offer to sell (or solicitation of an offer to purchase) the securities or investments referenced herein, to participate in any particular trading strategy, or to
provide any particular advisory services (“Offer”), in any jurisdiction in which such Offer would be illegal. Any Offer shall only be made through the relevant offering or
other documentation which sets forth its material terms and conditions pursuant to applicable laws and regulations. The foregoing and any non-public information
contained therein are confidential and have been provided solely for the benefit of the intended recipient and for the limited purpose of the potential transaction that the
intended recipient has already discussed with the Company. Except with the Company’s prior written consent, such confidential information may not be shared with any
party other than with professional advisors and affiliates of the intended recipient, in which case the information may be shared for such limited purpose and on a need-
to-know basis. If you are not the intended recipient of the foregoing, any disclosure, copying, distribution or use of its content is strictly prohibited. The foregoing does
not provide or purport to provide investment advice and has been prepared by the Company based on or derived from sources the Company reasonably believes to be
reliable. The Company has not independently examined or verified the information provided herein and no representation is made that it is accurate or complete. Before
acting on any information, the recipient is thus encouraged to seek independent financial and/or legal advice. Opinions and information herein are subject to change
without notice.
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