MarketSay sayers

What You Need to Know

Month of October: Markets struggled to navigate rising interest rates, geopolitical tensions, and mixed
US corporate earnings updates. The ‘Higher for longer’ interest rate theme dominated price
movements, especially towards the end of the month as economic data in the US continued to beat
expectations. Investors have repriced the chance that central banks will start cutting in 2024, especially
in the US and Australia.

Policy Watch: The Reserve Bank of Australia remained on hold in October, but retained its hawkish
bias, with the quarterly CPI a critical input into its November decision. A Melbourne Cup Day rate rise
is live. The Bank of Japan continued to loosen its grip on yield curve control and allowed its bond
yields to drift higher.

Inflation Watch: Inflation readings continue to moderate in most countries, as the heat comes out of
goods inflation. Australia is experiencing sticky services inflation, which is causing concern for the RBA,
with October’s number coming in above where the RBA was expecting it to.

Risk Budget: Equity market volatility jumped to peak out above 20 for the first time in months.

Our Portfolio: We had been calling for a rise in bond yields and associated fall in equity prices, both
occurred in October, however both yields and equity index levels fell short of where we believe it
made sense to change our allocations. We continue to benefit from a rising USD given our equity
positions are unhedged and we have direct exposure to a strong USD in our Alternatives allocation.

How to Position: The mixed picture on growth and inflation leaves us little reason to change our view
on risk assets. A better growth picture especially in the US and Australia should be supportive of equity
markets, it comes with the risk of tighter monetary policy in response, which may weigh on corporate
profitability.
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Markets in October

Another weak month for risk assets in October, as
equities struggled to navigate an environment of
growing geopolitical concerns and a resetting of
interest rate expectations. Government bond
yields moved violently higher, and the U.S. 10-year
Treasury yield breached 5% as investors worried
about inflation and bond supply, negatively
impacting equity markets as both bonds and stocks

sold off.

Chart 1: October Asset Class Performance
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The MSCI World Index lost 2.6%, with few equity
markets escaping weakness. The S&P 500 fell 2.1%,
Japan -3.0%, and Europe -3.4%. Emerging Markets
fell 2.9%. For local investors with unhedged equity
exposure, a weak AUD smoothed out some of the
volatility in global equity returns.

Australian equities underperformed global equities
with the ASX 200 recording another poor month,
falling 3.8%. This follows the negative September
month. Small caps stocks suffering more falling
5.5%. 10 out of the 11 sectors finished lower, while
utilities managed to stage a rally (1.7%). The worst
performers were IT (-7.6%), health care (-7.2%),
industrials (-6.4%), and real estate (-6.1%).

The U.S. 10-year bond yield moved through 5% for
the first time since 2007, although it retreated from
this level late in the month to close at 4.90%, it
finished the month 33bps higher. The Australian
10-year bond yield moved a larger 44bps to 4.92%,
with inflation falling less quickly here than other
markets, resetting expectations for a hike in
November.
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Chart 2: Selected Equity Markets YTD Relative
Performance (100 = 1 Jan 2023)
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Brent Qil fell by US$7.86 to US$87.45/bbl, on
economic growth concerns offsetting geopolitical
news flow in the Middle East. Iron Ore prices held,
rising by US$2.50 to US$122.00/Mt. Safe haven
demand has continued to drive gold higher, rising
by US$127.10 to US$1,998.

Key Themes

“US Economic Exceptionalism”

The US economy continues to show resilience
despite higher interest rates. The consumer
continues to spend despite low confidence and
elevated cost of living pressures. The job market in
the US continues to remain tight, but
encouragingly wages growth is showing signs of
slowing.

The catalyst, for October’s interest rate repricing
and move higher in bond yields was a US GDP
number that significantly beat expectations,
growing at 4.9% in the third quarter, above the
4.5% estimate. This was the strongest rate since
the post pandemic reopening in 2021. There was
strength in consumer (+4.0%), Federal (+6.1%), and
state and local (+3.7%) spending. While inflation in
the US appears to be falling gradually, it was this
display of economic strength that renewed the calls
for interest rates to stay higher for longer.



Chart 3: US GDP Upside Surprise

Quarterly percentage changes, annualised rates

10
5
0
-5
2022 2023
Actual (initial release) ~ Reuters poll (median forecast)
~ Reuters poll (smart estimate)

2 Percentage points Upside Surprise 5
0 0
-2 -2
-4 -4

2022 2023

- Surprise (actual minus consensus forecast)
Smart surprise (actual minus smart forecast)

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

Europe is heading in the other direction as the
economy contracted in the third quarter in an
environment where growth has been anaemic for
some time. The post pandemic recovery appears
well and truly over, with the region failing to fully
recover from its big hit to growth and confidence
when energy prices spiked around the invasion of
Ukraine. The weakening of growth and the
significant slowing in inflation seen in Europe has
eased the pressure on the European Central Bank
to do anything further with the policy rate.

Chart 4: Euro Zone GDP
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“Australian Inflation Declining Too Slowly”

In October, Q3 CPI was the big news locally, and
at 1.2% g/q on both the trimmed mean and the
headline measure, confirmed that the RBA's
August projections were too optimistic. A key
upward driver in Q3 was automotive fuel, which
jumped by 7.2% g/q and contributed 2ébps g/q to
headline CPI.
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Chart 5: Australia CPI vs Target Band
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Importantly, even though fuel was a major driver of
headline CPI, the RBA's preferred 'underlying'
inflation measure — the Trimmed Mean CPI — still
lifted by 1.2% g/q in the quarter, despite not
having fuel prices in its components. This measure
is running at annualised rate of 5.2%, well above
the RBA's target band and where they expected
inflation to be. Unlike most of the rest of the
developed world, inflation in Australia is gradually
slowing, but too slowly for the RBA. This data point
was the catalyst for a repricing of interest rate
expectations in Australia.

Outlook

The repricing for the future path of interest rate
expectations continues. Higher for longer we
believe, is likely to be a dominate theme for some
time to come.

Chart 8: US Bond Yields & 2s-10s Curve

% Yield
5.47 0.0 0.0
5.217
0.2 -0.2
5.01
4.8] 0.4 [-0.4
4.67
-0.6 ] -0.6
4.41
4.21 0.8 1 r-0.8
4.01 . .
Aug Sep Oct -1.0 T T 1.0
2023 Aug  Sep  Oct
—— US 10Y Yield 2023
— US 2Y Yield Spread 2 & 10YR Yields

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

Most central banks, except for the Bank of Japan,
are arguably done hiking rates or are close to it.
However, the disconnect between the markets and
central bankers’ views for some time has been what
would happen next. The dramatic rise in bond
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yields and flattening of the yield curve in the US
reflected a repricing of expectations that the Fed
would cut rates next year. The chances of a deep
recession appear to be shrinking, making
aggressive interest rate cuts seem unlikely.

Chart 8: S&P 500 index, EPS, and PE ratio
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Corporate earnings in the US and in Australia
continue to paint a mixed picture. While to date
over 70% of US corporates have beaten
expectations, these are expectations that have
been continually lowered as the vyear as
progressed. We expect further earnings revision
into 2024 as the global economy continues to slow.

Earnings per share growth in the US has levelled off
after accelerating rapidly on the back of
government stimulus and ultra-low interest rates
giving consumers and business excess capital to
spend and deploy. That tail wind is now gone and
with financial conditions continuing to tighten as
higher interest rates start to bite, earnings may
continue to decline.

If higher interest rates do end up causing a
recession, then corporate earnings will not be

immune from the economic contraction. The
associated fall in interest rates will provide some
valuation support in such an event but are unlikely
to fully offset in our view.

How to Position

The mixed picture on growth and inflation leaves
us little reason to change our view on risk assets. A
better growth picture especially in the US and
Australia should be supportive of equity markets, it
comes with the risk of tighter monetary policy in
response, which may weigh on corporate
profitability.

The resetting of interest rates gives clients an
opportunity to position in defensive assets at more
attractive yields and entry points. With equity risk
premium at its lows and the earnings yield from
equity below that of bonds, the risk-reward
equation does not add up in our view.

We continue to focus on growth and income
alternatives, that can generate returns that are not
correlated with equities or bonds.

The recent upside surprise to the Australian CPI
gave some support to a falling Australian Dollar.
The AUD bottomed out at 63 cents in October
before recovering, just short of where we would
implement a hedge for a portion of our equity
exposures.

James Wright and Luke Hansen
Sayers Investment Solutions Team

10 November 2023
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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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