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What You Need to Know

Month of April: Equities rallied and bonds traded sideways. Investors had a lot to digest with ongoing
financial instability in the US, mixed economic and inflation data, and a growing belief that central
banks are going to pause their hiking. Global economic growth concerns are increasing, with copper
prices falling and oil erasing all of its gains after OPEC+ cut production.

Policy Watch: The Reserve Bank of Australia paused at its April meeting, after 10 consecutive rate
hikes. Markets increasingly expect that the US Federal Reserve will hike by 25bps in May and then
pause, as economic and credit growth fade.

Inflation Watch: inflation appears to have peaked, but remains sticky. Strong wages growth continues
in the US, leading to sustained service inflation. While the CPI moderated in Australia, it is still too high
for the RBA, which does not see CPI moving into its target band until 2025 — risking further hikes.

Risk Budget: Bond and equity market volatility moderated as equities rallied modestly. The VIX index
traded below 16 during the month, its lowest point so far this year.

Our Portfolio: Our portfolio settings remain unchanged in April; we remain underweight equities,
overweight alternatives and credit.

How to Position: With global equity markets already trading well above the multiples normally
associated with the end of a tightening cycle (or recession), we see limited upside. We expect equity
markets are close to the top of their 2023 trading range and are likely to edge lower over the course
of the year.

Date of Publication: 4 May 2023 (Monthly)
Sayers Wealth Pty Ltd | ABN 61 642 217 007 | AFSL No. 525093



Markets in April

Equities rallied modestly on better-than-feared US
earnings and a moderation in inflation data. The
MSCI Developed Markets Index rose (+1.7%) in
April, with European and UK equity markets strong.
The S&P 500 gained (+1.6%) in USD terms. The
S&P/ASX 200 rallied (+1.8%) as investors took
confidence as the RBA paused. Emerging markets
equities fell (-1.78%) in USD terms as the recent
China equity rally took a breather. Globally,
Consumer Staples (+4.3%) and Healthcare (+3.5%)
and outperformed, financials (+3.2%) also regained
some lost ground.

Chart 1: April Asset Class Performance
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Bond yields tracked sideways during the month as
the RBA remained on hold, and market
expectations for a Fed pause grew. Commodity
prices were mixed over the month, with copper a
big underperformer on growth fears. Brent Oil fell
a fraction to US$79.54/bbl, on demand fears and
despite an OPEC+ production cut. Iron Ore prices
fell by $22.00 to US$105.00/Mt on lagging steel
demand from China.

Chart 2: Selected Equity Markets YTD Relative
Performance (100 = 1 Jan 2023)
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Key Themes

US Quarterly Corporate Earnings reports are
better-than-feared, but earnings are still going
backwards. Most of the markets gains this year
have been driven by just a handful of stocks.

US 1Q earnings season has been better-than-
feared, S&P 500 EPS growth is now tracking at -5%
year-on-year, vs. a consensus estimate of -7%. This
will be the first time since 2020 the US has had two
quarters of negative earnings growth. Both sales
and margins have exceeded expectations so far.
Analysis done by Bloomberg suggests that the
positive reaction to surprises has been very muted,
with the average share price reaction just 0.1% on
a positive beat.

Inflation and higher costs were seen as a key risk
for this earnings season but consumer staple names
with pricing power have been able to combat this.
95% of the consumer staples sector that has
reported so far has beaten expectations.

Microsoft, Alphabet (owner of Google) and Meta
Platforms (owner of Facebook) all delivered results
that beat expectations. Amazon also beat
expectations but gave a weak outlook. Market
breadth — a key indicator of how strong or
convicted investors are in their views on equities is
at its lowest point since 2020. The ten largest
stocks are responsible for nearly 90% of the S&P’s
return this year. The NYSE FANG+ index is up 37%
YTD, the S&P100 is up 11.9% and the broader
S&P500 is up just 8.6%.

Chart 3: Large Cap Tech dominates rally

% YTD

407
307

20

Jan 2023 Feb 2023 Mar 2023
Top100 S&P500 FANG+

Source: Refinitiv Datastream/Fathom (Note: Past Performance is not a reliable indicator of future performance)

Apr 2023




The fallout from ongoing US Banking instability
may tighten financial conditions and do the Fed’s
job for them.

The ongoing instability and lack of confidence in
US regional banks is leading to more widespread
risk-aversion, not just on where consumers put their
deposits, but how banks are lending. The US Fed'’s
most recent survey data suggests that businesses
of all sizes were already finding it increasingly costly
and more difficult to get access to, largely due
most of this increase has been caused by Fed
hiking interest rates and reducing its balance sheet.

Chart 4: Fed Lending Survey — Tightening Credit
Conditions
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With data released in April confirming that US
economic growth was weaker than expected.
Although the underlying source of weakness was
the running down of inventories, rather than broad
consumer weakness, there is a growing view that
the economy there will enter a recession in the
second half of 2023.

Chart 5: US GDP surprised to the downside
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The key will be whether the further tightening in
conditions leads to a greater than anticipated
slowdown, and whether that then gets inflation
back to target earlier than forecast. The US Fed is
widely expected to hike rates by 25bps in May to
5.00-5.25%. This has been well flagged by Fed
speakers through April and was also the forecast
peak in the March FOMC dot plot. Then a pause
appears likely. The market has 61bps of cuts priced
in before the end of the year although most Fed
speakers continue to push back on this pricing.

Chart 6: FOMC Interest Rate Futures Curve
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Both bond and equity volatility moderated as the
month progressed.

Outlook

Markets have been quick to look through negative
developments over recent months and seize on any
news supportive to growth assets. Historically the
end of the tightening cycle has been a positive
catalyst for stocks and equity investor positioning
has accordingly rebounded strongly. Combined
with a better-than-expected earnings season and
the end of the blackout window for corporate buy-
backs, equities may receive a short-term boost.

On the negative side of the ledger, we are now
entering a seasonally weak stretch of the year in US
equities (“Sell in May and go away”) and a focus on
tax positioning ahead of the financial year in
Australia.



While central banks may not lift interest rates much
from here, the market appears to be
underestimating their capacity to remain elevated
for an extended period. The US economy remains
in relatively good health and the stickier
components of inflation (mainly on the services side
of the economy) and still showing signs of moving
higher.

The debt ceiling in the US represents a potential
negative catalyst for equities. The US sovereign
credit default swap spreads (the cost of insuring
against a default by the US government) and
Treasury yield curve are showing signs of risk.

Chart 6: US 5 Yr Government Credit Default Swap
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The US Regional Banking Crisis continues to evolve
with the Federal Reserve working hard behind the
scenes to stabilise the system. At best, this likely
continues to be a deleveraging event for
commercial real estate, private equity and
technology companies.

Fiscal policy stimulus continues to be wound down
from the pandemic policy settings. Governments
are attempting (to varying degrees) to attempt
fiscal repair following the massive debt build up
over the past could of years. We expect the Federal
budget to be handed down in May to show a

strong rebound in the budget position, driven by
strong commodities prices and employment.
While there will be some cost-of-living relief,
overwhelming we expect that the budget to be
moving more contractionary.

How to Position

With global equity markets already trading well
above the multiples normally associated with the
end of a tightening cycle (or recession), we see
limited upside. We expect equity markets are close
to the top of their 2023 trading range and are likely
to edge lower over the course of the year. The S&P
500 is expected to end the year at 4000 (-4%) and
we will look to be opportunistic with our
positioning, looking to re-enter in the mid-3000s
and exit around current levels.

Bond markets are delicately poised between two
widely differing scenarios. While inflation remains
stubbornly high, the consensus view is that bonds
are likely to remain elevated at higher levels (and
could sell off) while there are some warning signs
about a more serious slow down or systemic risk
(US banks, credit growth) which has markets
thinking there is potential for central banks to
quickly reverse course and cut rates aggressively.
This response would be unlikely to prevent equities
falling.

The $A dollar at round US$0.665 has been a little
weaker over recent weeks on lower iron ore prices.
We expect the $A might move a little lower to test
recent lows and are looking to establish a $US
hedge at better levels.

James Wright and Luke Hansen
Sayers Capital Solutions Group

4 May 2023

This document has been prepared without consideration of any client's investment objectives, financial situation or needs. Before acting
on any advice 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
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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
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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