Market Update — January 2023

Asset class total return to M 3M 6M 1Y 3Y 5Y Current
31/01/2023 (%) (%) (%) (%) (%pa)  (%pa) Yield (%)
Cash 0.3 0.8 13 1.7 0.7 0.9 34
Fixed Term Deposits 0.3 1.0 1.9 3.2 1.9 1.6 4.0
Australian Bonds 2.8 2.2 -0.9 -6.3 -2.7 1.1 3.8
Australian Bank Hybrids 0.0 33 4.4 2.9 2.9 3.4 4.4
Australian Property 8.1 9.7 0.4 -4.6 -0.3 6.1 4.5
Australian Shares 6.2 9.6 10.3 12.2 6.0 8.5 5.4
Global Shares (unhedged) 3.0 -0.7 0.9 -7.9 5.8 9.5 1.8
Global Infrastructure (hedged) 2.7 5.8 -4.3 2.0 1.5 6.4 3.1

Source: Refinitiv, RBA cash rate, 12M Term deposit, Australian Composite Bonds, Hybrids cash yield to call, Property ASX 300 AREIT,
Australian Shares S&P/ASX 200, Global Shares MSCI World ex-Aust unhedged, Global Infrastructure FTSE Developed Core 50/50, hedged

Financial Indicator movement 31/01/23 M 3M 6M 1y

AUD/USD (cents) 0.71 0.02 0.07 0.01 0.00
Aust. 10-year bond yield (%) 3.56 -0.48 -0.20 0.48 1.66
Gold (USS/0z) 1,923  54% 17.7%  8.9% 6.7%
Brent oil (USS/bbl) 84 -1.7%  -94% -23.2% -7.4%
Iron ore (USS/t) 123 5.3% 33.1% 14.7% -6.1%
Copper (USS/Ib) 423 11.1%  23.9% 18.0% -2.1%

Note: Past performance is not a reliable indicator of future performance.
Global

The new year has started with a bout of optimism, which seems to be mostly related to China relaxing its COVID
restrictions, Europe avoiding an energy crisis and hopes that the US economy can avoid a hard landing.

The ‘China reopening trade’ has seen emerging markets rally, along with commodity prices. In turn the Australian
market has also rallied, with resources making up over 30% of the local market. European markets have been strong
over the past quarter, after an energy crisis was avoided, due to LNG imports and a relatively mild winter. In the US,
headline inflation has been falling and there is hope that the US Federal Reserve (the Fed) is nearing the end of its rate
hiking cycle.

The Fed seems headed for a ~5.00% cash rate by mid-2023 but the trajectory of inflation remains uncertain and there
is still a fair way to go to target (6.5% to 2%). There is a risk that the Fed goes higher and for longer than the market
expects. Meanwhile, the US will soon hit its self-imposed public debt limit of US$31.4 trillion, paving the way for
another ‘showdown’ between the Democrats and the Republicans over the US budget deficit. This debate seems to
get more bitter each time, but something does need to be done about the never-ending budget deficits, particularly
now the cost of public debt has risen with higher bond yields.

Despite US growth and employment remaining robust to date, the US yield curve is clearly inverse, meaning long term
interest rates are lower than short term interest rates. Over the past 50 years, an inverse yield curve has always
correctly predicted that a US recession is ahead. In addition, EPS growth for the S&P 500 companies has just turned
negative, which is another warning sign. As you might have guessed, we remain cautious on this bout of January
optimism and think there are going to be some challenges ahead in the inflation battle.
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Australia

Australia continues to benefit from strong demand for key commodities (iron ore, coal and LNG) and it also has the
clean energy metals the world needs (copper, nickel, rare earths and lithium). There are also signs that diplomatic
relations are improving between Australia and China, with coal restrictions recently eased and hope that other tariffs
will soon be lifted (wine, beef, lobster).

The Australian economy has been resilient thus far, boosted by commodity export windfalls and resilient consumer
spending. But interest rates have been rising at a rapid pace and households are yet to face the full impact of higher
home loan rates coupled with rising energy costs and expenses generally.

To some extent the resilience of the Australian economy is a problem for the Reserve Bank of Australia (RBA) as it is
likely to keep inflation high. Headline inflation recently printed at 7.8%, while core inflation was 6.9%, both
uncomfortable readings for the RBA. In turn, the RBA has lifted the cash rate to 3.35% and has flagged further rate
hikes ahead. The market now expects the terminal cash rate to be 4.25% by October 2023. This is well above previous
expectations (3.60%) and will add further pressure on households via the variable home loan rate.

Outlook

The US, Europe and Australian economies are proving resilient thus far and China’s reopening seems a major positive.
However, buoyant growth and commaodity prices are not good for the inflation outlook and are likely to cause Central
Banks to go ‘higher for longer’ on interest rates.

We think the market is cheering the growth story but is ignoring the interest rate story. Our major concern is that the
full impact of higher interest rates and costs are yet to fully impact households, due to a drawdown in savings. We
think the full impact will arrive by the second half of 2023 and consumer spending will fall significantly (as Central
Banks intend). Consumption makes up ~70% of demand in developed economies and will have a material impact on
economic growth.

Accordingly, we expect challenging conditions ahead before inflation returns to target. We think interest rates will stay
high for most of 2023 and won’t be eased until 2024. We remain invested but positioned defensively and will be on
the lookout for opportunities as they arise.

The next key events on the calendar include:
Australian 1H23 reporting season — February 2023
RBA meeting — 7 March 2023
Fed meeting —21/22 March 2023
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Warnings, Disclosures and Disclaimer

Date issued: Tuesday, February 14, 2023

This document is provided by Sunbird Portfolios Pty Ltd (Sunbird), ABN 91 620 481 218, AFSL 503266.

Warnings

General Securities Advice - any advice provided in this document, is general in nature only and does not take into consideration an
investor’s objectives, financial situation or needs. Before acting on the advice, the reader must consider whether it is personally appropriate
considering his or her financial circumstances or should seek independent financial advice on its appropriateness.

Past performance is not a reliable indicator of future performance.

Disclosures

Sunbird DOES NOT accept fees or gifts from companies or product issuers.

Sunbird and its respective officers may have an interest in the securities or derivatives of any entities referred to in this material. See

https://www.sunbirdportfolios.com.au for a list of Director shareholdings. The analyst hereby certifies that all the views expressed in this
report accurately reflect their personal views about the subject investment theme and/or company securities.

Disclaimer

The material in this document has been obtained from sources believed to be true but neither Sunbird nor its associates make any
recommendation or warranty concerning the accuracy, or reliability or completeness of the information or the performance of the
companies or portfolios referred to in this document.

Any opinions and or recommendations expressed in this material are subject to change without notice and Sunbird is not under any
obligation to update or keep current the information contained herein. References made to third parties are based on information believed
to be reliable but are not guaranteed as being accurate. Although every attempt has been made to verify the accuracy of the information
contained in the document, liability for any errors or omissions (except any statutory liability which cannot be excluded) is specifically
excluded by Sunbird, its associates, officers, directors, employees and agents. Except for any liability which cannot be excluded, Sunbird, its
directors, employees and agents accept no liability or responsibility for any loss or damage of any kind, direct or indirect, arising out of the
use of all or any part of this material.

This communication is intended for the named recipients only. It is confidential and may contain information which is privileged or
personal. If you are not an intended recipient, you must not disclose or use this communication for any purpose. If you have received this
communication in error, please call us and then destroy the communication or delete it from your computer system.

COPYRIGHT © 2023 Sunbird Portfolios Pty Ltd. This report is subject to copyright. 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 Sunbird. This report 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.

W  www.sunbirdportfolios.com.au

E bill.keenan@sunbirdportfolios.com.au

M 0403534426

T 0388407886

A Exchange Tower, Level 1, 530 Little Collins Street, Melbourne, VIC 3000.

Sunbird Portfolios Pty Ltd | ABN 91 620 481 218 | AFSL 503266
www.sunbirdportfolios.com.au | bill.keenan@sunbirdportfolios.com.au
This information must be read in conjunction with the Warnings, Disclosures and Disclaimer at the end of this document. Page 3



http://www.sunbirdportfolios.com.au/
https://www.sunbirdportfolios.com.au/
http://www.sunbirdportfolios.com.au/
mailto:bill.keenan@sunbirdportfolios.com.au

