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The beginning of the end (of this cycle)

The US Leading Economic Indicators (LEI) typically fall sharply before or at the beginning of recessions. US

Unemployment rises steadily through the recession

The LEI has fallen sharply for the last 18 months

15%
10%
5%
0%
-5%
-10%
-15%
-20%

(.

Jun 1981
Dec 1981
Jun 1982
Dec 1982

o
'l
=

DOO— OO — O =~ 00 0 D
0 D DD OO0 0000 D
D o lelelele! lslelelelele!
Al el — ANANANN ANANANANANN
ScSC OcoOco ocococ
S T5 ®© DSOS D DSOS DS
US Recession  ==={JS LE| YoOY % Chg

<

\

Jan 2019
Jul 2019
Jan 2020
Jul 2020
Jan 2021
Jul 2021
Jan 2022
Jul 2022
Jan 2023
Jul 2023

...but employment conditions remain robust
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« The LEI is signally the beginning of the end of this cycle, but we have yet to get confirmation that the contraction phase has begun in the form of rising

unemployment.

* US Recessions (peak to trough) since 1945 have been as short as two months or as long as 18 months but have averaged ten months.

* Too early to be outright bearish on markets: cautious but not bearish.

Source: ABS, FRED, NBER Lonsec estimates.
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Interest rates will stay higher for longer Lonsec

Inflation remains sticky and well above Central Bank targets because of drivers they don’t control

Australia and US inflation remain well above target Overseas Arrivals — Permanent Skilled Visas + Temporary Student
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Inflation remains well above target, preventing major Central Banks from considering lower interest rates.

Some of the biggest drivers of inflation in Australia are rental prices, furniture prices and insurance premiums. None of these items are directly impacted by
changing policy rates. This dynamic is occurring globally.

For the 12 months to August 2023, 708,000 overseas students and 380,000 permanent skilled visa holders have entered Australia — a 4% increase to our
population. The insurance sector has experienced catastrophe claims 75% higher in the last five years than in the previous five years.

Source: ABS, FRED, RBA, US Federal Reserve, Lonsec estimates. Page 3



Fixed Income Market Observations Lonsec

Where's the fire? The US government is spending like there is a crisis, what crisis are they fighting?

Federal Debt Held by the Public (% of GDP) US Federal Reserve Balance Sheet (US$T)
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The supply of US government debt is growing. The CBO projects the size The demand for US government debt from the biggest buyers might not be
of the US deficit to reach levels seen only during the WWIl and the there. China and the US Federal Reserve are shrinking their holdings of US
coronavirus pandemic. CBO forecast assumes the 2017 Trump tax cuts debt and Japan is dissuaded by high foreign exchange hedging costs.

expire in 2025. Apollo* estimates 31% of ALL US debt must be refinanced
in the next12 months.

Source: Congressional Budget Office — The 2023 Long-Term Budget Outlook, * Page 4
, US Federal Reserve, Recent Balance Sheet Trends, Lonsec estimates.


https://apolloacademy.com/31-percent-of-all-us-government-debt-outstanding-matures-within-12-months/
https://apolloacademy.com/31-percent-of-all-us-government-debt-outstanding-matures-within-12-months/

Equity Market Observations Lonsec

US valuations remain unattractive, Australia to a lesser extent

US Equity Risk Premium (ERP) is 2-standard deviations from the mean Australia’s ERP just broke through 1-standard deviation

9%
8% 7%

% 6% h
6%
5%
4%
3%
2%
1%
0%

O Al ® O O N A D X O o0 A DO
A O X 7 N AN A N7 N XN XN AN NN
S S SO S S S S S SIS S S S M

8%

5%
4%

3%

2%
1%
0%

» The ERP is what Equity investors are paid for taking on the extra risk of investing in Equities over safer Bonds.
+ Example: How to calculate for Australia: ASX200 Earnings Yield (which is the inverse of the PE Ratio) minus the 10-Year Australian Government Bond Yield

» Even with the extremely poor ERP, the S&P500 is still up ~10% for 2023. The incredible performance of the Magnificent Seven makes the broad US market
even less attractive in our minds.

* The broad backdrop of poor forecasted earnings growth and expensive valuations is not constructive for equities.

Page 5
Source: Bloomberg, Lonsec estimates. 9



Outlook and Positioning

Lonsec

From here, watch what the new-look RBA does, the direction of employment conditions, and the continued
orderly global macroeconomic deceleration

« Mildly Underweight DM Equities given poor valuations.

» Mildly Underweight Listed Infrastructure as a higher for longer interest
rates environment should continue to be a headwind for this sector.

« Within Growth Alternatives, we like Multi-Strategy Hedge Funds.

» Building duration back into portfolios with a preference for Australian
long-term government debit.

« Building up the allocation to short duration/variable rate, investment
grade debt to take advantage of attractive short-term interest rates.

+ We keep an allocation to gold as a diversifier during these troubling

Growth Assets Underweight Neutral Overweight
Australian Equities o Growth Assets
Large Caps o
Small Caps ®
Developed Market (DM) Equities
Small Caps o
Emerging Market (EM) Equities ®
Australian Listed Property o Defensive Assets
Global Listed Property ®
Global Listed Infrastructure
Growth Alternatives e
Defensive Assets Underweight Neutral Overweight
Australian Bonds times.
Global Bonds e
Diversified Income
Conservative Alternatives et
[
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Lonsec

Important Notice: This document is published by Lonsec Investment Solutions Pty Ltd (LIS) ACN: 608 837 583, a corporate authorised representative (CAR number: 1236821) of Lonsec Research Pty Ltd ABN:
11 151 658 561 AFSL: 421 445 (Lonsec Research). LIS and Lonsec Research are owned by Lonsec Holdings Pty Ltd ACN: 151 235 406. LIS creates the model portfolios it distributes using the investment
research provided by Lonsec Research but has not had any involvement in the investment research process for Lonsec Research. Please read the following before making any investment decision about any
financial product mentioned in this document.

Disclosure at the date of publication: Lonsec Research receives a fee from the relevant fund managers or product issuers for researching financial products (using objective criteria) which may be referred to in
this document. Lonsec Research may also receive a fee from the fund manager or product issuer (s) for subscribing to research content and other Lonsec Research services. LIS receives fees for providing
investment consulting advice, approved product lists, model portfolios to financial services professionals and other advice to clients. LIS’ and Lonsec Research'’s fees are not linked to the financial product
rating(s) outcome or the inclusion of the financial product(s) in model portfolios. LIS, Lonsec Research and/or their associates may hold any financial product(s) referred to in this document, but details of these
holdings are not known to the analyst(s).

Warnings: Past performance is not a reliable indicator of future performance. Any express or implied rating or advice presented in this document is limited to “general advice” (as defined in the Corporations
Act 2001 (Cth)) and based solely on consideration of the investment merits of the financial product(s) alone, without taking into account the investment objectives, financial situation and particular needs
(“financial circumstances”) of any particular person. Before making an investment decision based on the rating or advice, the reader must consider whether it is personally appropriate in light of their financial
circumstances or should seek independent financial advice on its appropriateness. If the advice relates to the acquisition or possible acquisition of a particular financial product, the reader should obtain and
consider the Investment Statement or the Product Disclosure Statement for each financial product before making any decision about whether to acquire the financial product.

Disclaimer: LIS provides this document for the exclusive use of its clients. It is not intended for use by a retail client or a member of the public and should not be used or relied upon by any other person. No
representation, warranty or undertaking is given or made in relation to the accuracy or completeness of the information presented in this document, which is drawn from public information not verified by LIS.
Financial conclusions, ratings and advice are given on reasonable grounds held at the time of completion (refer to the date of this document) but subject to change without notice. LIS assumes no obligation to
update this document following publication. Except for any liability which cannot be excluded, LIS and Lonsec, their directors, officers, employees and agents disclaim all liability for any error or inaccuracy in,
misstatement or omission from, this document or any loss or damage suffered by the reader or any other person as a consequence of relying upon it.

This report is subject to copyright of LIS. Except for the temporary copy held in a computer’s cache and a single permanent copy for your personal reference or other than as permitted under the Copyright Act
1968 (Cth), no part of this report may, in any form or by any means (electronic, mechanical, micro-copying, photocopying, recording or otherwise), be reproduced, stored or transmitted without the prior written
permission of LIS.

This document may also contain third party supplied material that is subject to copyright. Any such material is the intellectual property of that third party or its content providers. The same restrictions applying
above to LIS copyrighted material, applies to such third-party content.

Copyright © 2023 Lonsec Investment Solutions Pty Ltd
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