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What You Need to Know - January

Month of January: An eventful start to 2025 saw the inauguration of U.S. President Trump and a flurry
of executive orders, a bond market sell-off that saw yields spike to 2023 highs, and challenges to the
dominance of U.S. artificial intelligence (Al). Despite a choppy start, equities rose in January, and
bonds had positive returns.

Policy Watch: The Fed has remained on hold since November, after becoming more cautious on the
progress of inflation and seeing continued strength in the labour market. They continue to flag
renewed patience. A trade war has the potential to reignite inflation in the short-term, which the Fed
is likely to look through, however the negative impact to growth could see them cutting later in the
year. The RBA has pivoted in the opposite direction, taking a more dovish tone and look set to cut in
February.

Inflation Watch: In Australia, progress on inflation has gained some steam with the last quarterly
number showing more recent price increases running at a rate within the target band. Services inflation
remains sticky both domestically and in the US.

Risk Budget: Equity market volatility (as measured by the VIX) peaked around 20 around the US
election before moderating. We expect short-term spikes in equity volatility to continue while trade
policy remains uncertain and headlines around Al look set to continue.

Our Portfolio: We continued to benefit from a weaker AUD in January, while our position in gold and
in alternative credit strategies that benefit from both high running yields and an increase in defaults.
Despite a rise in equities across the month, our portfolios largely kept pace with benchmarks during
the month.

Outlook: Mega cap earnings have been solid, but outlook commentary has been mixed. We continue
to believe that US small-cap stocks have room to play “catch-up” as a potential rotation out of
technology stocks and into domestically focused cyclicals could play out. As interest rate cuts have
looked more likely in Australia, small-cap stocks have started to rally; we also expect this to continue.
Interest rates in the US are likely to remain on hold as the Fed stresses patience in the face of a solid
labour market. The repricing of this pause in the bond market, allowing investors to add some duration
at elevated yields once more.

How to Position: We have started to fade the rally in the US Dollar as both US economic exceptionalism
may have peaked. We switched a portion of our global equity exposure to currency hedged; we also
switched our U.S. Treasury position to hedged as well. While picking the bottom for the AUD is fraught
with danger, at 61-62 US cents, we believe it is towards the lower end of its trading range. We advocate
clients to add exposure to US small caps or equal-weighted passive strategies as the potential for a
rotation out of mega cap persists.
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Markets in January

An eventful start to 2025 saw the inauguration of
U.S. President Trump and a flurry of executive
orders, a bond market sell-off which saw yields
spike to 2023 highs, and challenges to the
dominance of U.S. artificial intelligence (Al).
Despite a choppy start, equities rose in January and
bonds had positive returns.

Chart 1: January Asset Class Performance
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After significant relative underperformance last
year compared to the US, investors rotated towards
relatively cheaper European markets (6.1%) as
views on U.S. exceptionalism were questioned.

The S&P500 rose 2.8% (USD terms), Japanese
equities by 0.1% and the rest of Asia-ex Japan by
0.9%. Even though the U.S. posted a positive
return, the news on Al competition from China's
DeepSeek hit the technology sector, which fell
2.9%.

The US. earnings season was largely
overshadowed by other events. However, by
month-end, just under half of companies (by
market cap) had reported earnings, with y/y
earnings growth tracking at 12.7%.
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Chart 2: Selected Equity Markets Relative
Performance (0 = 1 Jan 2024)

In January 2025, global equity markets saw varied
sector performance. Communication Services led
with an 8.7% gain, followed by Financials (+6.5%)
and Health Care (+6.3%). Materials (+5.1%),
Industrials (+4.6%), and Consumer Discretionary
(+4.6%) also posted strong returns. Energy
(+2.5%), Utilities (+2.3%), and Consumer Staples
(+1.8%) delivered more modest gains, while Equity
REITs lagged slightly (+1.5%). The Information
Technology sector was the only one to decline,
down 1.5%, as investors rotated away from tech-
heavy positions.

The monthly moves in bond markets masked a
volatile month, Australian government bond yields
rose over the month by 6 bps to 4.43%. The U.S.
10-year Treasury yield fell by 2 bps to 4.55 bps.

Bonds sold off heavily in January and the U.S. 10-
year yield spiked to 4.79%, their highest levels
since October 2023, with investors wary of a re-
emergence of inflation as well as a lack of budget
repair under the new US administration.

Gold prices continue to march higher, reaching
USD 2,812 by month-end, rising on geopolitical
uncertainty, the potential for the re-emergence of
inflation, strong demand from India and central
banks. Brent crude was up 3.1% to USD 76.90 per
barrel, with uncertainty around how Trump will
approach the Middle East, especially Iran.



Key Themes

Challenge to US technology mega caps?

The competitive moats of U.S. tech firms were
called into question after news that a Chinese Al
model, DeepSeek, was trained to be competitive
with the likes of ChatGPT at a significantly lower
cost than other rivals. This immediately drove
investors to question whether the capital
expenditure forecasts were overstated.

Chart 3: IT sector underperformance January
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While the Al investment thesis has not
fundamentally changed, the pace of innovation in
this space creates uncertainty over the long-term
dominance of U.S. tech. It also highlights again
how concentrated and reliant the US equity market
has become on the technology sector to drive
gains, in particular the dominance of the
‘Magnificent 7.

Chart 4: RBA Cash Rate Market Pricing 2025
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RBA to cut as early as February?

Recent progress on lowering inflation has
dramatically repriced the expectations for RBA rate
cuts in 2025. The quarterly CPI print showed that
over half the inflation basket is increasing by less
than 3% year-over-year (y/y) and under 20% by
more than 5% y/y, the lowest since the end of 2021.

While some argue that the RBA should be more
cautious and hold rates steady given low
unemployment rate, potential for fiscal stimulus
post the Federal election and import inflation, the
breadth of inflationary pressures has narrowed
significantly in recent months. However, a first cut
maybe a policy step towards a less restrictive
stance given the softer economic activity reading
outside of the labour market.

Chart 5: RBA Cash Rate Market Pricing 2025
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The RBA is unlikely to rush through numerous cuts.
We believe they will take a cautious approach and
prefer to verify the path of inflation in the quarterly

reports.

QOutlook

Despite the numerous executive orders signed by
President Trump on his first day, there was some
relief that tariff policy was not as aggressive as
feared. However, tariffs returned to the agenda at
the month’s end after President Trump used
emergency measures to enact 25% tariffs on
Canada and Mexico and a 10% tariff on China,
causing heavy sell-off. We believe Trump plans to
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use tariffs as a primary negotiation tactic to exert
influence and to “get a better deal” for the US to
achieve other policy goals. The economic benefits
from tariffs are fairly limited and could be
damaging to the US economy.

Several unknowns remain, including potential
retaliatory tariffs, expansion of tariffs to other
markets like Europe, or the duration of these tariffs
given their link to non-economic parameters.
However, what is certain is that “American First”
policies, which boost U.S. exceptionalism, only
increases global growth and trade uncertainty.

Chart 6: US S&P 500 following Trump election
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Despite the strong rally through November, largely
on the relief of a clean and clear election result,
gains since then have been fairly muted. We would
expect increased equity market volatility as policy
uncertainty persists.

When tariffs are introduced, typically, it is the end
consumer of taxed goods that ends up paying
higher prices — which, all else being equal, is
inflationary. In 2018, the U.S. Fed staff prepared a
scenario analysis that assessed the implications of
broad-based 15% tariffs. The conclusion was that
the Fed can lessen the hit to activity and the labour
market with minimal inflation consequences if they
‘look through' tariff impacts.

They noted, however, that this only holds if inflation
expectations are firmly anchored and pass-through
is short-lived. We have already seen a key measure
of inflation expectations spike — with the University
of Michigan survey showing investor expectations
of rising inflation in the next year.
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Inflation expectations, signs policy uncertainty is
weighing on activity, and the extent firms can pass
costs downstream will be important to the Fed'’s
response. The FOMC is rightly cautious about
whether those conditions will hold in the current
environment. For now, with the economy in good
shape, uncertainty elevated and little scope to be
pre-emptive, the FOMC will remain on the
sidelines.

Chart 7: Uni of Michigan inflation expectations

Per cant

2020 2021 2022 2023 2024

— 1 year 5 years
LSEG Datestrear %

How to Position

With the drop in the AUD to the low 60s vs the
USD, we took the opportunity to hedge some of
our global equity exposure. We also topped up our
existing gold position as we expect trade
uncertainty to continue for the foreseeable future.

Equities: US dominance being challenged?

European equities have outperformed US equities
to start the year, as investors have rotated away
from technology stocks into markets and sectors
with cheaper valuations. It is hard to see this
outperformance continuing, given the European
economic outlook and risks associated with trade
tariffs. We instead see opportunity in US in equal
weighted, small and mid-cap US stocks where we
have had exposure for some time.



Cash Rates: RBA to cut in February?

Markets see a cut in February as a certainty after
inflation data shows recent price rises at a run rate
well within the RBA's target band. It is unlikely that
the RBA will wait until the next meeting in April, as
this will be very close to the federal election. It is
then hard to see the RBA cutting just once, and
quarterly cuts upon validation that inflation is
headed sustainably within the target band seem
more likely. We would expect deposit rates to be
cut immediately after a rate cut.

Corporate Bonds: Spreads are tight, but conditions
remain solid

The stabilisation of bond yields at higher levels has
given investors another opportunity to add
duration to their portfolios. We favour doing this
through the corporate bond market, where running
yields are higher and investors can selectively take
more risk to generate higher returns.

Alternatives: Volatility brings opportunities

In the past 2-3 months, we have seen our positions
in Alternatives appreciate significantly. Returns
have been strong across private equity, currency
strategies and our allocation to gold. We expect
further solid gains from both our allocations to gold
and private equity.

Currencies: AUD bottom hard to pick, but close to
bottom

US tariff impact on Australia is expected to be
limited given the US runs a trade surplus with
Australia, however, the AUD is likely to be
negatively impacted from a slowdown in trade or a
prolonged trade war between the U.S. and China.
All else being equal, it is difficult to predict where
a bottom for the AUD vs USD may be, however, we
believe 61-62 cents is a reasonable place to take
some profits on USD positions and implement
some tactical hedging.

Luke Hansen, James Wright, and James Marchetti
Sayers Investment Solutions Team
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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



	What You Need to Know - January
	Markets in January
	Outlook

