MarketSay- SQy’ers

2022 in Review

Rising interest rates in response to stubborn inflation has been a dominant theme this year. Equities have come
under sustained valuation pressure as bond yields have risen. Corporate earnings have held up surprisingly well
despite higher input costs and waning consumer sentiment. Consumers have run down cash reserves built up over
the pandemic but received higher wages in the tightest labour market for decades.

Geo-politics impacted markets with energy prices sharply higher on strong demand and higher again after Russia
invaded Ukraine. While China’s covid-zero policy continued to disrupt supply chains, regulatory crackdowns, a
failing property sector and sabre rattling over Taiwan at times spooked markets.

2022 has been one of the worst years on record for the passive 60/40 Equity/Bond portfolio, returning -16% to 30
November (USD). It is a year that reinforced the need to be active and be diversified, including assets with low or
no correlation to equities.

2023 Outlook - Recession is not the risk, it is likely to be the policy

Equities: The rally in risk assets towards the end of 2022 looks premature — making it more unlikely that there is
any material upside in 2023. With central banks lifting rates and corporate margins under pressure, we expect the
Q1 2023 earnings season to be particularly soft. We expect the second half of the year is likely to be more
constructive for risk assets with equities recovering. Overall, our view is that global equities are likely to be relatively
flat for 2023.

Inflation: Supply chain issues should moderate in the coming year, and result in easing goods inflation. However,
a fall in services inflation is likely to be more stubborn as labour remains in relative short supply and wages play
an element of catch up.

Economic Growth: The world economic growth rate should moderate further in 2023 but be supported somewhat
by a China reopening after their winter.

Interest Rates: Central banks are likely to raise rates a little further but hold rates for an extended period — even
in the face of slowing economic activity. Markets that are pricing rate cuts in 2023 are likely to be disappointed.
We expect the discount rate to rise from current levels and put downward pressure on equity valuations.

Volatility: with liquidity continuing to be withdrawn from markets, financial conditions tightening and the path to
lower inflation to be bumpy, we expect 2023 to continue to be volatile for both equities and bonds.

Corporate Earnings: A materially slower growth rate is likely to see corporate earnings fall in 2023 — which is yet
to be fully priced by analysts.

Positioning: We end 2022 underweight equities and fixed income on the expectation that equity markets are in for
a weak few months and bond yields rise to meet cash rate expectations. We believe it is too early to add to fixed
income and prefer to allocate funds to credit given spreads are more attractive, cash yields are higher, interest
rate sensitivity is much lower.

With equities likely to be range bound over the next 12 months it is critical that investors remain active, taking
advantage of pullbacks and utilising changes in volatility to their advantage (to hedge or generate income).
Investors should look to selectively add on market pullbacks to initially more defensive sectors, then as an earnings
recovery starts to be priced in, a rotation back into cyclical names around the middle of next year.

The need to maintain investments that have low or negative correlation with major asset classes is critical. We
remain overweight both Growth and Defensive Alternatives and expect to maintain this positioning into 2023.

The recent rally in emerging market equities is encouraging, however the path from here is unlikely to be smooth.
Despite taking profits on an Asian Equity position on the back of a strong rally, we believe longer term investors
should have an allocation to this space as it is likely to be the global growth engine over coming years.

Date of Publication: 15 December 2022
Sayers Wealth Pty Ltd | ABN 61 642 217 007 | AFSL No. 525093



MarketSay~

sQy’ers

2022 in Review

The way equity markets violently bounced back from
their pandemic lows in 2020 and 2021 showed us the
impact of modern monetary policy in action, pared
with fiscal stimulus. 2022 has shown us what
happens when this is reversed, plus stubbornly high
inflation and heightened geo-political tensions.

Chart 1: YTD Asset Class Performance (as at
30 Nov)
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On a total return basis (including dividends) the
S&P500 ended November down over 13% in USD
terms, the Nasdaq faring considerably worse. Yet the
ASX200 was modestly positive — supported by mining
and energy stocks, as well as recovering dividend
payments.

Bond yields are sharply higher for the year, reflecting
the large amount of monetary policy change that has
occurred in such a short period of time and driving a
large downward shift in equity valuations. The US
Treasury curve is the most inverted in over 40 years.

Chart 2: US 2&10yr Govt Bond Yields & 2s10s
Curve
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The strength of the US economy has been a
dominate theme this year, as Europe and China have
struggled through energy crises and conflict for the
former, and an economy yet to re-emerge from a
strict covid-zero policy for the latter. The US Dollar
has been one of the few places to hide in 2022 as US
interest rates have increased rapidly.

Traditional inflation and risk hedges like Gold have
underperformed this year, largely due to a strong
USD, however commodities have proved to be a
hedge of sorts despite the economic woes and
faltering demand from China. Qil too has gained
strongly, with Russia’s exclusion from the global oil
market as well as strong demand from recovering
economies and European nations bolstering energy
supplies ahead of the European winter.

Chart 3: US 10yr Bonds & S&P500 Calendar Yr
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2022 Positioning

We began reducing our overweight to risk assets and
banking profits in the second half of 2021. Overall,
we have continued to reduce our risk allocation this
year as markets have sold off. Deploying this capital
into alternatives, income generating strategies and
cash has preserved capital well.

1515 / High Growth - Asset Allocation YTD

Credit

Infrastructure

Alternative
Growth

Developed Market Equities

Australian
Equities

Dec2l 2z Feb 32 Mar22  Ap22 MayZl  lun2z k22 Auwg2l S22 Qu22 NovlZ

We were well positioned in Alternatives with a large
allocation to a systematic FX Trading strategy (up
24% YTD) and adding an active credit fund with a
derivate and inflation hedging overlay in April (up
6.4% to 30 Nov).

We took the opportunity to hedge some of our global
equity exposure in October, which has outperformed
unhedged by ~5% to the End of November.

Given the large swings in equities we have traded
some pullbacks and rallies to generate further
returns. For example, we reduced our Asian equity
exposure in early September, staying in cash for
about a month while markets sold off, we added this
exposure back in October before reducing again in
late November after a 15% rally in Chinese equities
in a short period of time.

With the benefit of hindsight, we did not anticipate
the pace of the style shift that occurred in the equity
market from growth to value in early 2022 and
stayed long growth equities for a little too long.

With equity markets rally at present our current
underweight is impacting performance, however we
remain of the view that this is the right call given our
outlook for next year is a weak first half and a
sideways year overall.
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2023 Outlook

Living with Covid is becoming mainstream, despite
new variants and waves across different countries.
We believe that China will progressively ease
movement restrictions in 2023. The notion that China
may reopen in early to mid-2023 has been positive
for risk assets, however the economic impact is
unlikely to be over, with any reopening likely to put
pressure on the Chinese health system and cause
further labour shortages and supply chain
disruptions.

Our working assumption is that the rest of the world
will get on with the living with the virus — although
any worrying new strain has the capacity to derail
confidence and add further downside to our base
case view. Economic growth is likely to moderate
further in 2023 as fiscal support is removed and
monetary policy tightening works its way through the
system. The liquidity pumped into the markets from
2020 continues to be unwound and progressively
withdrawn.

Chart 4: Global GDP (IMF Forecast)
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There have been occasions this year where central
banks have had to intervene to ensure the smooth
operation of markets — notably large-scale
intervention by the Bank of England in the long end
gilt market and more subtle liquidity management
from the US Federal Reserve. This one foot on the
brake and one foot on the accelerator approach may
likely increase in 2023 as volatility persists and
liquidity from other sources dries up. Market stresses
and contagion often come from low liquidity periods
and central banks will be alert to support markets in
the case of market dislocation and panic. The crypto
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issues from this year — including the most recent
failure of FTX - continue to ripple across markets and
we are watching for the signs of it becoming more
systemic.

Chart 5: US Equity & Bond Volatility
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The moderation in aggregate demand is reducing
pressures on stretched supply chains and easing
goods inflation. A range of raw materials and lead
indicators have been falling for months, providing
relief that the worst of the inflation surge has passed.

However, history shows that once the non-
discretionary (needs based) inflation rises and spills
over into wages demands it is harder to get under
control. In the US, the Atlanta Federal Reserve
produce CPI measures of baskets of items that
change price quickly and another with items that
change relatively slowly. Those that change quickly
are rolling over, but those with less flexible or sticky
prices continue to rise. Therefore, a hard landing
may be required to produce enough slack in the
economy to bring services and more “sticky” inflation
back under control. Recession is not the risk — it is
likely to be the policy.

Chart 6: Atlanta Fed Flexible v Sticky
Inflation Measures
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Our base case and how we plan to approach the
management of portfolios is that the most recent
rally in the S&P500 is overdone. We believe that
central banks will hold rates higher than markets are
anticipating — and the chance of an early interest rate
cut in 2023 remains very low.

Chart 7: US FED Funds Futures Curve
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Global interest rate curves are highly inverted — and
we believe that this will be moderate somewhat with
the long end bonds yields rising to be closer to the
cash rates. Moderating growth and rising bond yields
will be difficult for equity markets to absorb. After a
phenomenal corporate earnings recovery in 2021
where S&P500 earnings per share moved $100 from
trough to peak, we believe that corporate earnings
growth is likely to be flat in 2023 as both fiscal and
monetary stimulus continue to be removed from the
financial system and economic growth weakens. A
sharper downturn or deep recession in the US could
see earnings fall as much as 20 per cent.

Chart 8: S&P500 Earnings and P/E
Combined with higher bond vyields, we see
considerable grounds for weakness in global share
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markets in early 2023. However, we believe that negative correlation with equity markets. This is
markets are likely to finish the year broadly likely to include strategies that take advantage of
unchanged as investors look forward to 2024 and periods of higher volatility and multi-strategy funds

beyond and a modest earnings recovery. that focus on producing returns around event driven

While emerging markets have remained challenging trading strategies.

for some time, the most recent rally, particularly in

Asia, has been encouraging. Despite taking some Chart 16: USD Index and AUD/USD
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which has worked well. Should a sell-off in risk assets
occur in 2023, we would likely re-enter equities with
a currency hedge to ensure a recovering AUD does
not reduce potential for capital gains.
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James Wright and Luke Hansen

With our view that equity markets will be weaker in Sayers Capital Solutions Group

the first half of 2023, we continue to increase our
exposure to alternative strategies that have small or 15 December 2022

This document has been prepared without consideration of any client's investment objectives, financial situation or needs. Before acting
on any aadvice in this document, Sayers Wealth Pty Limited AFS Licence No: 525093 (Sayers Wealth) recommends that you obtain
professional advice based on your personal circumstances. Whilst this document is based on the information from sources which are
considered reliable, Sayers Wealth, its directors and, employees do not represent, warrant or guarantee, expressly or impliedly, that the
information is complete or accurate as at the date of publication.
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Important Notice

This document has been prepared without consideration of any persons’
investment objectives, financial situation or needs. The document is for
wholesale investors only and is general advice only. Before acting on any
advice or information contained in this document, Sayers Wealth Pty Ltd
| AFS Licence No: 525093 (Sayers Wealth) recommends that you obtain
professional advice based on your personal circumstances. Whilst this
document is based on the information from sources which are considered
reliable, Sayers Wealth, its directors, and employees, do not represent,
warrant, or guarantee, expressly or impliedly, that the information is
complete or accurate as at the date of publication. This document is not
authorised for publication outside of Australia.

This document has been prepared by Sayers Wealth in good faith, but no
independent verification has been made, nor is its accuracy or
completeness guaranteed. Before making an investment decision, you
need to consider whether this information is appropriate to your
objectives, financial situation or needs. Past performance is not a reliable
indicator of future performance.

Sayers recommends that you consider the relevant Product Disclosure
Statement or other disclosure document, where relevant, before making
investment decisions in relation to any particular product mentioned in
this report.

Sayers's advisers may provide oral or written market commentary or
trading strategies to clients that reflect opinions that are contrary to the
opinions expressed in this report, and they may make investment
recommendations that are inconsistent with the recommendations or
views expressed in this report.

Ownership and Conflicts of Interest

Members of Sayers’s Capital Solutions Group (CSG) may from time to time
hold financial products that are the subject of a Sayers research report or
other material.

The Sayers Conflicts of Interest Policy sets out how Sayers manages these
conflicts. Where a holding is deemed to be material this will be disclosed
in the client facing report.

The Sayers Group and associates, may have provided, provides or seeks
to provide advisory, capital markets and / or other services, to the issuers
and their associates mentioned in this report.

The Sayers Group Conflicts of Interest Policy outlines how these conflicts
are identified and managed.

Our process

Further information about the methodology applied by Sayers in preparing
research reports is available on the Sayers website.

General Disclosures

This report is not an offer to sell or the solicitation of an offer to buy any
security in any jurisdiction where such an offer or solicitation would be
illegal. The information contained in this report is subject to change
without notice. The price and value of the investments referred to in this
report and the income from them may fluctuate.

So far as laws and regulatory requirements permit, Sayers, its related
companies, associated entities and any officer, employee, agent, adviser
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or contractor thereof (Sayers Group) does not warrant or represent that
the information, recommendations, opinions or conclusions contained in
this report (Information) is accurate, reliable, complete or current and it
should not be relied on as such. The Information is indicative and
prepared for information purposes only and does not purport to contain
all matters relevant to any particular investment or financial instrument.
Subject to any terms implied by law and which cannot be excluded, the
Sayers Group shall not be liable for any errors, omissions, defects or
misrepresentations in this report (including by reasons of negligence,
negligent misstatement or otherwise) or for any loss or damage (whether
direct or indirect) suffered by persons who use or rely on the Information.
If any law prohibits the exclusion of such liability, the Sayers Group limits
its liability to the re-supply of the Information, provided that such
limitation is permitted by law and is fair and reasonable.

Research Disclaimer

The Information accurately reflects the personal views of the author(s)
about the securities, issuers and other subject matters discussed, and is
based upon sources reasonably believed to be reliable and accurate. The
views of the author(s) do not necessarily reflect the views of Sayers. No
part of the compensation of the author(s) was, is, or will be, directly or
indirectly, related to any specific recommendations or views expressed in
this report.

Other

This report has been prepared for distribution only to clients of Sayers
(and potentially to clients of other financial advisers). It may not be
reproduced or distributed without the consent of Sayers. Please refer to
the full details of the important disclosures, available in the Disclosures
section of the Sayers Group website
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