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Global Market Review & Outlook

The rally in equity markets that started in mid June continued into the first half of August, taking Wall Street
17% off its June low, but was ultimately overwhelmed by the global energy crisis and extraordinary falls in bond
markets through the month, reversing most of the gains of the previous two months. The biggest falls came in
Europe, and most extreme was the UK, where yields on 2-year government bonds rose by 130bps, taking the
yield to 3.0% at month end, the highest for 15 years. The UK 10-year yield also rose dramatically, up by 94bps to
2.8%. Eurozone bond markets fared only slightly better, with the German 2-year yield up by 93bps to 1.19% and
the 10-year up 73bps to 1.54% over the month.

2-year bond yields soar
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Sources: Momentum Global Investment Management, Bloomberg Finance L.P. as at 5 September 2022.
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““The UK-10-year yield also rose
dramatically, up by 94bps to
/2.8%, moves of this magnitude are
. extremely rare in bond markets"

Moves of this magnitude are extremely rare in bond
markets. In part they reflect the surge in inflation and
resulting tightening of monetary policy, but also their
extreme over-valuation following a decade of ultra-
loose monetary policy. The yield on 10-year UK bonds
reached a low of 0.1% in the depths of the pandemic,
and German 10-year bonds -0.7%, both at extremes
of unsustainable over-valuation. The big sell-off in
bonds this year is at last bringing valuations into more
sensible territory, although not yet at especially good
value, given current inflation rates across Europe and
the UK at or close to double digits and long-term
inflation expectations of around 2% in the EU, higher
in the UK.

The US is less exposed than Europe to the energy
crisis, but nevertheless Treasury bond yields rose
sharply in August, pushing 2-year yields up by 61bps
to 3.49%, the highest since pre-GFC, and 10-year
yields up by 54bps to 3.19%. The return on US
government bonds for the month was -2.5%, but

this was eclipsed in the UK, -7.9%, and the Eurozone,
-5.2%, with the JPMorgan Global Government bond
index -4.2%, taking the year-to-date return to -16.2%,
much in line with the falls in equity markets.

The vulnerability of Europe in this crisis was reflected
in market implied inflation rates: in the US the 10-year
breakeven inflation rate fell slightly in August and is
well anchored at close to 2.5%, whereas in Germany

and the UK the 10-breakeven rates rose to 2.3% and
4.3% respectively. Real yields rose significantly, by
around 50bps on 10-year bonds, and are now close to
70bps in the US, but remain deep in negative territory
in Germany and the UK.

Equities fell sharply in the second half of the month,
more than wiping out the earlier gains; over the month
Europe ex-UK was the worst performer, -5.1%, with the
US not far behind, -4.1%. The UK held up better, down
only 1.2%, largely due to the composition of the index,
while Japan was up by 1.2%. All of the above figures
are in local currency terms. The MSCI World index
returned -4.2% in USD terms, with the continuing
dollar strength negatively impacting returns: the euro
fell by 1.6% in August, sterling by 4.5% and the yen

by 4.1%. Over the past 12 months the dollar's trade
weighted index has risen by 18% to a 20-year high.
Despite the dollar's strength, emerging markets held
up, with China managing a marginal gain of 0.2%,
helped by fiscal and monetary policy easing during the
month.

As through most of this year, there was no hiding
place for investors. Gold dropped by 3.1% while
commodities, which had produced big returns in the
first half of the year, also fell back, primarily due to a
sharp fall in the oil price, down 12%, taking its drop in
the past 3 months to 22%.
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““The two dominant factors driving markets
in August were; a massive surge in natural

gas and power prices in Europe; and a further

hawkish shift by central banks to counter the
persistence of high rates of inflation”

The two dominant factors driving markets in August were a)
a massive surge in natural gas and power prices in Europe;
and b) a further hawkish shift by central banks to counter the
persistence of high rates of inflation.

Early in the month, the release of US CPI figures for July,
showing a larger than expected fall to 8.5% from 9.1% in June,
was interpreted as the probable peak in inflation, making it
less likely that the Fed would stick with its hawkish policy.
However, the continuing broadening out of inflation, the tight
labour market and an increasingly hawkish tone from the Fed,
dispelled any thoughts that the Fed was tilting to a dovish
stance.

Chairman Powell's speech at the Jackson Hole gathering of
central bankers towards the end of August left no room for
doubt about the Fed's resolve. He warned against repeating the
mistakes of the 1970s and made it clear the Fed will tolerate
tougher economic conditions to bring inflation firmly under
control:

‘Restoring price stability will take some time and requires using our
tools forcefully to bring demand and supply into better balance.
Reducing inflation is likely to require a sustained period of below-
trend growth..... We are taking forceful and rapid steps to moderate
demand so that it comes into better alignment with supply, and to
keep inflation expectations anchored. We will keep at it until we are
confident the job is done.’

Market pricing of the Fed Funds rate adjusted accordingly, with
more rate rises expected earlier and staying high for longer.
Market implied rates moved up to around 3.7% by year end,
rising to some 4% by March next year, and staying close to that
level for most of 2023.

The moves were even more extreme in Europe, where inflation
continued upwards and to exceed expectations. UK CPI topped
10% and is widely expected to reach 13% or higher in coming
months, while in the Euroarea inflation came in at 9.1%. The
Bank of England raised base rate by 50bps to 1.75% and turned
increasingly hawkish, as did the ECB, flagging a rate rise as high
as 75bps in September and further rises beyond. UK policy
rates are now expected to reach 3.5% by year end, double
today's level, before moving above 4% in early 2023, while the
ECB is expected to raise rates to 1.5% by year end from zero
now, and to 2% in early 2023.

The challenges faced in Europe and the UK in reining in inflation
are much greater than in the US. Thanks to the shale boom, the
US is self-sufficient in energy and is exporting natural gas. In

contrast, the EU and UK are heavily dependent on imports, and
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in the case of the EU much of those come from Russia.

Putin is using gas as a weapon of war, and has already
cut supplies to the EU by 75-80% from pre-war levels,
threatening a complete shut down of exports ahead of
winter. Across the EU there has been a desperate rush
to find alternative suppliers and to refill gas storage.

The result has been an extraordinary surge in natural
gas and power prices in Europe, with spill-over to the
UK and globally. Normally fairly stable, these markets
have witnessed volatility on an unprecedented scale;
European gas prices rose by 60% from the end of
July before dropping back to a rise of 17% over the
month, and UK prices were even more volatile, more
than doubling in three weeks before falling sharply to

end the month 13% higher. Despite the falls late in the
month, these levels are still 10-12x those prevailing
two years earlier in the EU, and 8-10x in the UK. Asian
prices also rose sharply, up 33% in August, whereas
US prices rose by only 7%. There was a knock-on
effect to wholesale electricity prices, up by 25-30% in
Germany and the UK to 8-12x levels prevailing prior to
2021.

The inevitable consequences of price rises of this
magnitude in a vital commodity which directly and
materially impacts the household and corporate
sectors are clear: the EU and UK face a recession,
with its depth and duration highly uncertain. The US
is better placed, but is nevertheless experiencing

Unprecedented volatility in natural gas markets
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Sources: Momentum Global Investment Management, Bloomberg Finance L.P. as at 5 September 2022.
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weaker growth. There are clear signs of a downturn in
the housing market as interest rates rise, disposable
incomes come under pressure and consumer
confidence falls. Forward looking data is pointing to

a significant slowdown in the US, Europe and the UK,
while the resolve of central banks to bring inflation
under control has hardened.

What is not clear is how quickly inflation in the US
will fall, or when inflation in Europe will peak, given
the exceptionally high levels of uncertainty, and the
unpredictability of Putin’s intent with respect to gas
supplies to Europe. There is no doubt, however, that
the global economy has entered a marked slowdown,
which in due course will bring supply and demand into
better balance and ease price pressures. The key will

be to dampen second round impacts of the sharp rise
in food and energy prices, and prevent a wage-price
spiral and structurally higher inflation expectations.

To date, the signs are mixed, but on balance
encouraging. Wages in the US are rising at 5-6%,
compared with around 3% pre-pandemic, and the
jobs market remains very tight, but the tougher
economic conditions ahead should be expected to rein
in wage rises. Inflation expectations remain subdued,
and, while it is early days, manufacturing industry is
reporting an easing of input price pressures in recent
weeks, helped by the significant decline in commodity
prices from peak levels earlier this year and the easing
of some supply chain pressures.

Price pressures begin to ease
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Sources: Momentum Global Investment Management, Bloomberg Finance L.P. as at 7 July 2022.
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Also of some encouragement, and a factor in the sharp falls
in natural gas prices in the final few days of August, was news
that the EU's big three, Germany, France and ltaly, which host
over half of the EU's gas storage, have successfully refilled
their storage ahead of schedule to at least 85% of capacity,
albeit at extremely high prices. Gas in storage amounts to
20-25% of each of these countries’ annual needs; this buffer,
together with reduced demand resulting from the extremely
high prices and the gas rationing contingency plans in place
across the EU, have raised hopes that shortages will be
limited in the winter, buying time for longer term alternative
supplies to be put in place.

The next few months are set to be a critical period in this
cycle. Uncertainty is intense and is reflected in high volatility
in financial markets as well as commodities, particularly
energy. With the world in a marked slowdown, and markets
jittery, the resolve of central banks is set to be tested,

but there is currently unanimity among the major central
banks that fighting inflation is the over-riding objective and
monetary policy has to be tightened significantly further.
This is unquestionably a challenging period for households,
companies and financial markets, which are highly likely

to experience further periods of volatility and setbacks in
coming months.

But much has already been discounted, and the extraordinary
gyrations in energy markets in August might just represent
peak fear in those markets: in that context the fall in the oil
price of 26% since the March peak is encouraging. There
are early signs that other inflation pressures are easing, and
peak inflation is close, albeit with considerable uncertainty.
The front-loading of monetary policy should mean that the
peak of this interest cycle will be reached during the first
half of 2023, at least in the US. While rates are then likely to
stay high for some time, possibly for the whole of next year,
the end to the hawkish tightening stage will be an important
turning point.

With valuations improving and government bond yields now
entering more realistic levels, the opportunities in markets
are better than for some considerable time. We recognise
the high levels of uncertainty and the inevitable nervousness
this creates, but with careful diversification, more important
than ever, we strongly believe it is important to ride out the
short-term volatility to participate in full in those longer-term
opportunities.
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“careful diversification is needed more than ever,
and we strongly believe it is important to ride out the
short-term volatility to participate in full in those
longer-term opportunities”




Market Performance - Global (local returns) as at 31 August 2022

Asset Class / Region

Ccy

1

month months

Developed Markets Equities Property

3

YTD

12

months

Asset Class / Region

month

3

months

United States S&P 500 NR Usb  -41% -40% -164% -11.6% US Property Securities MSCI US REIT NR -6.0% -5.4% -18.9% -11.2%
United Kingdom MSCI UK NR GBP -1.2% -29% 3.9% 9.2% Australian Property Securities S&P/ASX 200 A-REIT Index TR AUD -4.2% -5.2% -19.7% -14.5%
Continental Europe MSCI Europe ex UK NR EUR -51% -5.9% -15.4% -12.4% Asia Property Securities S&P Asia Property 40 Index NR usD -3.9% -6.0% -8.8% -13.9%
Japan Topix TR JPY 1.2% 2.8% 0.0%* 2.5% Global Property Securities S&P Global Property USD TR -5.4% -7.2% -18.6% -15.9%
Asia Pacific (ex Japan) MSCI AC Asia Pacific ex Japan NR usb -02% -59% -15.8% -19.8%
Global MSCI World NR Usb  -42% -55% -17.8% -151% Euro -1.6% -6.3% -11.6% -14.9%
Emerging Europe MSCI EM Europe NR usD 27%  -126%  -77.5% -78.7% Japanese Yen usD -4.1% -7.4% -17.2% -20.8%
Emerging Asia MSCI EM Asia NR usD 0.4% -5.7% -18.0% -221% Australian Dollar usD -2.0% -4.7% -5.8% -6.5%
Emerging Latin America MSCI EM Latin America NR usD 2.7% 1% 6.5% -71% South African Rand -2.9% -8.6% -6.8% -15.2%
BRICs MSCI BRIC NR usD 0.2% -3.3% -195%  -282% Commodities RICI TR -1.6% -10.1% 22.2% 33.3%
Global emerging markets MSCI Emerging Markets NR usD 0.4% -6.5% -17.5% -21.8% Agricultural Commodities RICI Agriculture TR usD 31% -9.5% 9.7% 22.3%
US Treasuries JP Morgan United States Government Bond TR usb -25% -1.8% -9.7% -10.5% Gold Gold Spot usD -31% -6.9% -6.5% -5.7%
US Treasuries (inflation protected)  BBgBarc US Government Inflation Linked TR usD -2.7% -1.6% -81% -6.5% Hedge funds HFRX Global Hedge Fund 1.2%* -0.1%* -3.4%* -3.7%*
US Corporate (investment grade) BBgBarc US Corporate Investment Grade TR Usb -29% -26% 142%  -14.9%
US High Yield BBgBarc US High Yield 2% Issuer Cap TR usD -23%  -3.5% -11.2% -10.6% United States 1.75%

UK Gilts JP Morgan UK Government Bond TR GBP -7.9% -7.3% -192%  -20.3% United Kingdom 1.25%

UK Corporate (investment grade) ICE BofAML Sterling Non-Gilt TR GBP -6.0% -59% -15.3% -16.8% Eurozone 0.00%

Euro Government Bonds ICE BofAML Euro Government TR EUR -5.2% -31% -13.4% -14.9% Japan -0.10%

Euro Corporate (investment grade)  BBgBarc Euro Aggregate Corporate TR EUR -42%  -3.2% -11.6% -12.8% Australia 0.85%

Euro High Yield BBgBarc European High Yield 3% Constrained TR~ EUR -1.2% -3.3% -11.2% -11.5% South Africa 4.75%

Japanese Government JP Morgan Japan Government Bond TR JPY  -02% -06%  -27% -31% Source: Bloomberg Finance L.P., Momentum Global Investment Management. Past performance is not indicative of future returns.
Australian Government JP Morgan Australia GBI TR AUD -29% -0.7% -9.6% -12.5% estimate.

Global Government Bonds JP Morgan Global GBI UsD -42% -54% -16.2% -18.7%

Global Bonds ICE BofAML Global Broad Market uUusb  -41% -49%  -159% -181%

Global Convertible Bonds ICE BofAML Global Convertibles usDh 0.1% -1.7% -16.2% -19.1%

Emerging Market Bonds JP Morgan EMBI+ (Hard currency) Usb -24% -55% -25.6% “281%
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Market Performance - UK (all returns GBP) as at 31 August 2022

Local 1 ] 12

Local 1 3 12
Ccy month months YTD months

Asset Class / Region Ccy month  months YTD months

Asset Class / Region

UK - All Cap MSCIUKNR GBP  -12%  -29% 3.9% 9.2% Global Property Securities ~ S&P Global Property TR -1.0% 0.7% -5.2% -0.5%
- 1 1 - 0, - o) - 0, - [0}

UK - Mid Cap MSCI UK Mid Cap NR GBP 7.4% 8.0% 241%  -22.7% Euro Bp 31% 16% 2 8% 0.8%
UK - Small Cap MSCI Small Cap NR GBP -6.1% -7.5% 221.3% -24.4%

US Dollar GBP 4.7% 8.4% 16.4% 18.3%
United States S&P 500 NR usD 0.4% 4.2% -2.7% 4.5%

Japanese Yen BP 0.5% 0.4% -3.6% -6.3%
Continental Europe MSCI Europe ex UK NR EUR -21% -4.3% -131% -1.7%

Commodities & Alternatives
Japan Topix TR JPY 1.8% 3.4% -3.7%* -3.8%

Commodities RICITR 3.0% -2.4% 42.3% 57.7%
Asia Pacific (ex Japan) MSCI AC Asia Pacific ex Japan NR usD 4.5% 21% -2.0% -51%

Agricultural Commodities  RICI Agriculture TR GBP 7.9% -1.7% 27.8% 44.7%
Global developed markets MSCI World NR usD 0.3% 2.6% -4.3% 0.5%

H H - 0, - (o) 0, O,

Global emerging markets MSCI Emerging Markets NR usD 51% 1.5% -3.9% -7.5% oi Brent Crude Oil GBP 8.2% 14.7% As4% >64%

Gold Gold Spot 1.4% 11% 8.9% 11.6%
Bonds
Gilts - Al ICE BofAML UK Gilt TR GBP  -81%  -74%  -195% -20.7% LIRS (SR

] . United Kingdom 1.75%
Gilts - Under 5 years ICE BofAML UK Gilt TR 0-5 years GBP -2.5% -2.3% -4.0% -4.9%
Source: Bloomberg Finance L.P., Momentum Global Investment Management. Past performance is not indicative of future returns.
Gilts - 5to 15 years ICE BofAML UK Gilt TR 5-15 years GBP -72%  -5.6% -129%  -14.6% *astimate.
Gilts - Over 15 years ICE BofAML UK Gilt TR 15+ years GBP  -120% -1.7% -31.2%  -321%
Index Linked Gilts - All ICE BofAML UK Gilt Inflation-Linked TR GBP -7.6% -7.2% 247%  -24.5%
Index Linked Gilts - 5 to 15 years ICE BofAML UK Gilt Inflation-Linked TR 5-15 years GBP -3.7% -21% -7.6% -59%

Index Linked Gilts - Over 15 years ICE BofAML UK Gilt Inflation-Linked TR 15+ years GBP  -11.0% -N2% -349% -352%

UK Corporate (investment grade) ICE BofAML Sterling Non-Gilt TR GBP -6.0% -59% -153% -16.8%
US Treasuries JP Morgan US Government Bond TR usD 1.9% 6.3% 51% 5.8%
US Corporate (investment grade) BBgBarc US Corporate Investment Grade TR usD 1.5% 55% -01% 0.6%
US High Yield BBgBarc US High Yield 2% Issuer Cap TR usb -23% -35% -1N.2%  -10.6%
Euro Government Bonds ICE BofAML Euro Government TR EUR -5.2% -31% -134%  -14.9%
Euro Corporate (investment grade)  BBgBarc Euro Aggregate Corporate TR EUR -42%  -3.2% M6% -12.8%
Euro High Yield BBgBarc European High Yield 3% Constrained TR EUR -1.2% -3.3% -MN.2% -11.5%
Global Government Bonds JP Morgan Global GBI GBP 0.3% 2.7% -2.4% -3.8%
Global Bonds ICE BofAML Global Broad Market GBP -41%  -49% -159%  -181%
Global Convertible Bonds ICE BofAML Global Convertibles GBP 0.1% -1.7% -16.2%  -191%
Emerging Market Bonds JP Morgan EMBI+ (Hard currency) GBP 21% 2.6% -13.3% -14.9%
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Asset Allocation Views
Main Asset Classes Change Negative Neutral Positive Our Overall View "Rea’ assets and

[ J [ J
S - L - LR We continue to favour equities over fixed income in recognition of their better a’ ter n at’ ves con t’ nue
ERElnco e - O e O O O return potential and inflation capture over time. Despite the recent sharp repricing, to ’ook attractive on
most fixed income remains expensive in real terms today but valuations have
Alternatives - o O O ® O improved. Alternatives are attractive for their diversifying qualities as much as the bOth fundamental and
return potential, while cash offers increasing return and optionality in the event of °
Cash B oo = ¢ o market weakness, as we have seen. Va’uatIOn grounds 't
EQUITIES Change Negative Neutral Positive o ) , ) , ) .
— Equities offer improving return potential after recent weakness. Financial conditions
Developed Equities - © o ® © o have tightened, but by historical standards are not restrictive, and excess savings
UK Equities = o O o o and strong labour markets should support the consumer in the near term. The UK
European Equities - o O ] o O continues to trade at a discount and is well positioned sectorally to benefit should
US Equities - O e e} O O a softer landing eventuate. We also favour Japan on valuation grounds and for the
Japanese Equities _ o o O e O accompanying Yen exposure. European equities have cheapened but fundamental
risks, notably around energy pricing, caution against increasing today.
Emerging Market Equities - O O ) O O
FIXED INCOME Change Negative Neutral Positive ) . ) . ) ) .
Bonds remain expensive today despite sovereign yields having moved higher again
Government 4 o e © © o last quarter, although concerns around a slowdown in global growth have seen
Index-Linked = o o o O buyers come back to the market more recently. Inflation linked bond valuations have
Investment Grade Corporate - O e O O O now largely normalised as anticipated inflation rolls over. In credit we prefer higher
High Yield Corporate - O O P O O yielding, short duration bonds, including emerging markets. Convertible bonds are less
Emerging Market Debt o O 0 ® O attractive with equities and credit presenting better opportunities today.
Convertible Bonds v O @ O O O

REAL ASSETS / ALTERNATIVES Change Negative Neutral Positive oo asets and alternatives continue to look attractive on both fundamental

Commodities - O O ® o O and valuation grounds, and as portfolio diversifiers with quality bonds taking

Property = O O ) O O considerable interest rate pain. Commodities remain volatile but with a slowdown
Infrastructure _ O O o ® O in growth further gains in aggregate will be harder to come by. Private equity offers
an alternative source of portfolio growth but is being pulled lower by public market
Liquid Alternatives - o O O ® O . . P & . & p VP .
valuations. Discounts abound but may not close imminently. Infrastructure enjoys
Private Equity v O O ® O O structural tailwinds from digitalisation and energy transition initiatives.
CURRENCIES vs. USD Change Negative Neutral Positive ) ) ) ) o )
EE o ® ® - e Sterling and Yen are mildly favoured following their recent repricing lower. The latter's

(usually) diversifying qualities also retain some added portfolio attractiveness. The
EUR = © O ® o O Euro continues to struggle in the face of relative rate expectations and more localised
JPY - O O O ® O economic and political considerations. Gold has inflation protection qualities vs. the
Gold v O O °® O O fiat currencies, plus haven qualities that are attractive, but looks less good value today.

The Asset Allocation views are as of June 2022 and are updated quarterly unless otherwise stated.
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Belvest

For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Ltd. Tel +852 2827 1199
EHERSHERAA Fax +852 2827 0270
Oth Floor, Centre Mark Il belvest@bis.hk

305-313 Queen’s Road Central
Sheung Wan, Hong Kong

www.bis.hk

This communicationisissued by Belvest Investment Services Limited and/or Belvest related companies (collectively, and individually
Belvest) solely to its clients, qualified prospective clients or institutional and professional investors. Unless stated otherwise, any
opinions or views expressed in this communication do not represent those of Belvest. Opinions or views of any Belvest company
expressed in this communication may differ from those of other departments or companies within Belvest, including any opinions
or views expressed in any research issued by Belvest. Belvest may deal as Distributor or Agent, or have interests, in any financial
product referred to in this email. Belvest has policies designed to negate conflicts of interest. Unless otherwise stated, this e-mail
is solely for information purposes.

This message may contain confidential information. Any use, dissemination, distribution or reproduction of this information outside
the original recipients of this message is strictly prohibited. If you receive this message by mistake, please notify the sender by reply
email immediately.

Unless specifically stated, neither the information nor any opinion contained herein constitutes as an advertisement, an invitation, a
solicitation, arecommendation or advise to buy or sell any products, services, securities, futures, options, other financial instruments
or provide any investment advice or service by Belvest.

No representation or warranty is given as to the accuracy, likelihood of achievement or reasonableness of any figures, forecasts,
prospects or return (if any) contained in the message. Such figures, forecasts, prospects or returns are by their nature subject to
significant uncertainties and contingencies. The assumptions and parameters used by Belvest are not the only ones that might
reasonably have been selected and therefor Belvest does not guarantee the sequence, accuracy, completeness or timeliness of the
information provided herein. None of Belvest, its group members or any of their employees or directors shall be held liable, in any
way, for any claims, mistakes, errors or otherwise arising out of or in connection with the content of this e-mail.

&v This e-mail and any accompanying attachments are not encrypted and cannot be guaranteed to be secure, complete or error-
E free as electronic communications may be intercepted, corrupted, lost, destroyed, delayed or incomplete, and/or may contain
viruses. Belvest therefore does not accept any liability for any interception, corruption, loss, destruction, incompleteness,
viruses, errors, omissions or delays in relation to this electronic communication. If verification is required please

request a hard-copy version. Electronic communication carried within the Belvest system may be monitored.
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