What You Need to Know

Month of August: a challenging landscape for financial markets, with investors grappling with a
persistent "higher for longer" stance from central banks, surging bond yields, and softer economic
data, especially from China and Europe. Equities were modestly lower, losses in Emerging Markets
more severe. Bond yields rose to reflect the outlook for interest rates, while commodity markets were
mixed. The US Dollar continues its rise.

Policy Watch: The Reserve Bank of Australia remained on hold again in August, with a consensus
forming that peak interest rates are either in, or close. The Federal Reserve held its annual Central
Bank gathering in Jackson Hole, where a keynote speech from Fed Chair Powell reinforced messages
that inflation was still too high, and more hikes may be needed. This is quite different to the market's
outlook.

Inflation Watch: Inflation readings continue to moderate in most countries, as the heat comes out of
goods inflation. In China, prices are going backwards.

Risk Budget: Equity market volatility remains sanguine, despite rising interest rates.

Our Portfolio: Our portfolio settings remain unchanged in August. We continue to generate strong
returns remaining in more defensive assets. We are benefitting from a rising USD given our equity
positions are unhedged and we have direct exposure to a strong USD in our Alternatives allocation.
We are also benefitting from rising bond yields, as cash yields on bonds increase.

How to Position: Market multiples remain elevated, especially considering the likelihood of long dated
bond yields remaining high or even rising in the coming months. Opportunities exist for building a
strong, high-yield portfolio, particularly with investment-grade bonds and lower-rated corporate debt.
However, caution is advised regarding high-yield bonds and loans due to tightening financial
conditions, which could strain their balance sheets.
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Markets in August

August presented a challenging landscape for
financial markets, with investors grappling with a
persistent "higher for longer" stance from central
banks, surging bond yields, and softer economic
indicators, especially from China and Europe.
However, a shift occurred midway through the
month as a "soft-landing" narrative gained
prominence, partially reversing earlier losses.

Chart 1: August Asset Class Performance
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The MSCI World index recorded a decline of 1.7%,
while the emerging markets index experienced a
more significant drop of 4.7%. The S&P 500 also
saw a 1.6% dip in local currency terms. Australian
equities outperformed global peers despite
lacklustre guidance from companies during the
reporting season, the S&P/ASX 200 recording a
more modest decline of 0.7% in August.

The bond market took centre stage last month,
with the yield on U.S.10-year Treasuries peaking at
4.35%, marking a 60-basis point increase from the
mid-July low and reaching a level not witnessed
since 2007. Meanwhile, the 30-year Treasury yield
surged by 70 basis points from its recent low. These
yield movements were not primarily driven by
Fitch's credit rating downgrade of the U.S.
government to AA+, but rather by a combination
of increased supply issuance, robust economic
data, and debates surrounding the neutral interest
rate level for the U.S. economy.

Date of Publication: 8 September 2023 (Monthly)

Sayers Wealth Pty Ltd | ABN 61 642 217 007 | AFSL No. 525093

Chart 2: Selected Equity Markets YTD Relative
Performance (100 = 1 Jan 2023)
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Commodity prices were mixed throughout August.
Brent Oil prices inched up by US$0.30 to reach
US$85.86 per barrel, buoyed by a drawdown in
U.S. crude inventories. Meanwhile, Iron Ore prices
rose by US$6.50 to US$117.50 per metric ton,
underpinned by robust crude steel production in
China and steady supply.

Gold prices faced headwinds due to a
strengthening U.S. dollar and rising long-term
yields, resulting in a decline of US$23.10 to
US$1,948 per ounce.

Key Themes

Australian corporate reporting season delivered
results that illustrated the strength of the
underlying economy in the past 6 months.
However, guidance revealed how weak corporates
expect the next period to be.

ASX companies displayed resilience over the past
year, posting a 2.0% year-on-year growth in profits,
surpassing initial expectations of a modest 0.5%
year-on-year increase. Throughout August,
company profit results showed the underlying
strength in the Australian economy in the past 6

months, with beats outnumbering misses at a ratio
of 5:3.

The Materials sector (excluding mining) and
Communication Services recorded the strongest
beat rates, while Consumer Staples and
Information Technology had a higher tendency for
earnings misses.

Forward looking guidance however was weak, with
two downgrades for every upgrade. Consensus for
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next year's profit growth stands at -5.7%, a
significant shift from +0.7% six months ago.

Chart 3: ASX200 Analyst Earings Sentiment

Upgrade - downgrades / total estimates

0.2]

ﬂuﬂﬂn y
F ]

0.0

-0.11

0.2 1

03]

-0.4 ; .
2021 2022 2023

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

August witnessed numerous significant share price
fluctuations on company results, often exceeding
+10% on the day. This volatility reflects crowded
investor positioning and the unpredictability of the
current economic cycle.

Chart 4: ASX200 Sector Performance August
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One persistent challenge for companies during this
earnings season has been managing escalating
costs. Labour, rent, energy, transportation, and
technology were all repeatedly cited as areas
where costs are rising. Pressure on input costs is
likely to remain elevated.
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Despite these pressures, companies have largely
succeeded in passing these increased expenses on
to customers. This ability to maintain profit margins
echoes the trend observed in the February results
period. Sectors such as Telcos and Insurers, have
pushed through price increases without sacrificing
sales.

The past 12 months have seen cyclical sectors
rebound from mid-2022 lows, even as the
economic storm clouds gather. With the ASX200
currently trading at a forward P/E ratio of 15.4X,
compared to the long-run average of 14.5, prices
and valuations appear complacent given the
challenges on the horizon

China and European Growth is faltering, while the
US is proving more resilient than expected.

US inflation Core consumer price index (CPI)
numbers rose by 0.16%, the smallest increase since
February 2021. While this is certainly encouraging
and the market rallied on the result, the
composition of CPl shows that the biggest
reduction occurred in items that do not reoccur
each month like healthcare insurance premiums
and the decline in energy costs, which since the CPI
data was gathered have increased again. Also of
note is that Core CPI, which excludes such volatile
items like energy remains higher than Headline.
This suggests that price rises in more day-to-day
goods and services are sticker and may only slow
with economic or labour market weakness.

US economic data remains robust, despite tighter
financial conditions, through higher interest rates.
The labour market remains strong, while cost
pressures, including wage pressures have eased.
Towards the back end of August, this especially
came through in the economic data, leading
investors to the view that we could be entering
another “goldilocks” period, whereby inflation is
falling, the labour market strong and economic
growth is robust.



Chart 5: Citi Economic Surprise Index (US, EU, CH)
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In the Eurozone, economic momentum has
faltered, with the composite Purchasing Managers'
Index, a measure of output, hitting a low of 47, the
lowest level since 2012 outside of the COVID
pandemic period. The region is at a crucial junction
with a tight labour market putting pressure on
wages, persistent inflation (5.3% year-on-year for
August), and a weakening external sector due to
softening global and Chinese demand for exports.
The Germany economy, the powerhouse of the
E.U. recorded negative annual GDP growth. The
European Central Bank remains committed to its
inflation target, but it may have to push all of
Europe into a recession to reach it.

Chart 6: German GDP
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China has an inflation problem too but recorded
negative inflation (-0.3% year-on-year in July).
Retail sales growth was lower-than-expected at
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2.5% year-on-year, and private investment is
declining. Policymakers in China have responded
with incremental changes in monetary, fiscal, and
operational policies to stabilize the economy,
focusing on the property market, consumer
support, credit growth, as well as addressing
weaknesses in the equity market and currency.
While these measures are expected to stabilize the
near-term growth outlook, they are not likely to
reinvigorate it significantly. Market participants had
hoped for more substantial stimulus measures.

China's economic challenges have cast a long
shadow over the global economy.

Chart 7: Weak Chinese Data
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Outlook

Investment markets do not like to sit in a quiet
equilibrium for long - and often swing wildly from
pricing in one scenario to the reverse. While we are
undoubtedly getting close to the peak in global
cash rates, the dramatic swing to price in rate cuts
in early 2023 look premature.

The Bank of England speech referring to the shape
of Table Mountain in Cape Town as the most likely
path of their cash rates is likely to apply to many
more countries in our view. While rates in the US
are likely above the neutral rate (implying a
tightening bias), in many other countries that is less
clear. Inflation hawks are still arguing that more
might need to be done to stop inflation
expectations being allowed to drift higher. In any
event, the most likely path for cash rates will be
higher for longer. And that has implications for the
level of long dated bonds.

Chart 8: Global Policy Rates
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With cash rates likely to stay higher for longer, a
steeply negative bond curve will be difficult to
sustain, and long bond yields could track higher
from here. Technically, bond vyields could
comfortably push 100 points higher and the lack of
central bank buyers (after the cessation of
quantitative easing) and the seismic shift in
Japanese yield curve management, offer added
pressure on bond yields. For years, Japan has
anchored global yields, but that stability is
unravelling as the BOJ moves away from its yield
targeting in response to some welcomed moderate
inflation.
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Chart 8: Japanese Government Bond yields
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The troubles in the office commercial real estate
market continue to rumble through investment
markets. Frozen funds and forced sales are slowly
repricing illiquid assets down. High growth
technology companies that relied in new equity to
keep funding growth are now painfully raising
equity in down rounds where existing shareholders
are being forced to tip in more capital or be
severely diluted.

How to Position

Much of the rally in 2023 can be attributed to the
substantial liquidity injections by the Federal
Reserve when banking issues arose in February.
With equities rallying strongly, market positioning
has shifted toward overweight, and sentiment
indicators have turned positive.

While our initial projection of the S&P500 closing
around 4000 by year-end appears challenging, we
maintain our belief that clients are not adequately
compensated for the risks associated with stocks
and would be better served in more defensive
asset classes.

Market multiples remain elevated, especially
considering the likelihood of long bond yields
remaining high or even rising in the coming
months.

In the fixed income markets, opportunities exist for
building a strong, high-yield portfolio, particularly
with investment-grade bonds and lower-rated



corporate debt. However, caution is advised substantial stimulus in China, prompting a strong
regarding high-yield bonds and loans due to response in the steel sector.
tightening financial conditions, which could strain
their balance sheets.
James Wright and Luke Hansen
As global growth cools, we anticipate the Sayers Investment Solutions Group
Australian dollar to weaken. Therefore, our
international equity exposures are presently fully 8 September 2023
unhedged. The only significant catalyst we see for
an upside surprise in the AUD in 2023 would be

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.
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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
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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