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Global market review & outlook

Equity markets struggled for direction in August, falling sharply initially before a partial recovery
reduced the losses in the MSCI World index to -2.4%. Bond markets continued the pattern since the
mini banking crisis in March with another negative month, the JPMorgan Global Government Bond
index -1.3%. Facing intense uncertainty about the Fed's ability to bring inflation in the US to its 2%
target without triggering a financial accident or recession, markets were buffeted by economic data
releases, bad news on the economy generally interpreted as good news for markets as it eases the
job of the Fed and brings the policy tightening cycle closer to its end.

Although equity markets have been almost totally dominated this year by US megacap tech and
the Artificial Intelligence boom, there has been a more balanced performance across markets so far
this quarter. The FANG+ index of the top ten tech stocks in the US slightly underperformed the S&P
500 in both July and August, and has broadly moved sideways since mid-June. That still leaves the
‘magnificent 7" US stocks up by over 60% YTD, contributing most of the 18% return on the S&P 500
this year; taking out those seven stocks reduces the index return to 7%.

Magnificent 7 dominate returns
% contribution to S&P 500 return

80
Apple 7o
NVIDIA 60
I1‘U'IDIA 50
Microsoft 20
LR
Alphabet i 30
phabe Alphabet
i 20
Amazon amazon 10
N o « W
Meta H
i -10
Tesla - """ Dec-22 Feb-23 Apr-23 Jun-23 Aug-23
3 - Magnificent Seven ===—Remaining 493 S&P 500

Source: Bloomberg Finance L.P., Momentum Global Investment Management as at 30 August 2023.

The key focus of the market is increasingly the US labour market. Wages are rising at close to 6%
year-on-year (Atlanta Fed Wage Tracker in July +5.7%), slightly down from the peak a year ago of
6.7%, but well above the rate of inflation, increasing the risk of inflation becoming embedded. By
almost any historical standard, the labour market is tight, with unemployment near record lows and
job vacancies well above the numbers unemployed. The strength of the labour market has been

an important factor in the resilience of the economy this year, helping to keep retail sales (+0.7%
month-on-month in July, the fourth consecutive month of growth) and consumer confidence
buoyant.
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US labour market still tight:
some signs of easing
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Source: Bloomberg Finance L.P., Momentum Global Investment Management as at 31 August 2023.

However, some signs of easing are emerging, raising hopes of a soft landing for the economy:
consumer confidence dropped in August to a 9-month low, and latest data on the jobs market
show vacancies falling and fewer new jobs created, with a rise of over 500,000 in August in the
unemployed taking the total to 6.4m, and the unemployment rate to 3.8% versus 3.5% in July. The
labour force participation rate, which has been slow to recover post-pandemic, rose to 62.8%,

still below the 63.3% of 2019 but the highest since March 2020. Other evidence is building for

a slowdown, with Purchasing Managers Indices in August surprising on the downside and the
Conference Board Leading Economic Indicators pointing to tougher conditions ahead.

These early signs of a softening were not enough to persuade the Fed to deviate from its ‘tighter for
longer’ narrative, which has been consistent since the short-lived mini banking crisis. The minutes
of the latest Federal Open Market Committee meeting of Fed governors, as well as Chair Powell's
annual Jackson Hole speech, confirmed that the Fed still has a tightening bias and sees ‘significant
upside risks to inflation, which would require further tightening of monetary policy’, and intends to
keep policy ‘at a restrictive level until we are confident that inflation is moving sustainably down to
our objective'. The Fed thereby kept the door open to a further hike in rates and is prepared to keep
rates at restrictive levels for an extended period. Markets have moved to discount this narrative,
pushing expectations for rate cuts progressively out to later dates, and now closely aligned with the
Fed's own expectations over the next 12 months - policy rates are expected to peak at 5.5-5.75% and
then stay at or above 5% until at least mid-2024, a far cry from expectations in the aftermath of the
banking wobbles in March of Fed Funds of around 3.7% by end-2023. This in turn has pushed bond
yields higher, particularly in longer dated maturities, with the yield on 10Y Treasuries at 4.1% by the
end of August, up 15bps in the month and 27bps since the end of June, all of which has come via a
rise in real rates, now approaching 2%, the highest since pre-Global Financial Crisis.
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Bonds increasingly attractive vs. equities
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Source: Bloomberg Finance L.P., Momentum Global Investment Management as at 31 August 2023.

The Fed's balancing act is mirrored in the EU and UK, both of which face even bigger challenges, with
their economies slowing more markedly and inflation proving stickier. The key German economy

is facing a storm: its heavy dependency on Russian gas and a huge manufacturing sector whose
biggest trading partner is China are proving to be major structural headwinds, inflation is still at 6.1%
and core CPI 5.5%, industrial production has fallen in 4 of the last 5 months, and the economy has
endured 3 consecutive quarters of negative or zero growth with leading indicators pointing to further
pain ahead. The European Central Bank's rather optimistic forecasts for growth in the Euro Area this
year and next will almost certainly be revised down, as the spectre of stagflation re-emerges across
the EU, bringing the peak in policy rates closer.

Despite a surprisingly sharp fall in the CPl in July to 6.8%, the UK is also struggling with persistent
inflation, a very tight labour market, rising real wages (headline wage growth of 7.8% in Q2), and a
high risk of recession. The economy has outperformed expectations this year, with Q2 GDP +0.2%
gogq, but the widely predicted recession seems difficult to avoid given the long lags inherent in
monetary policy, a still hawkish Bank of England, which lifted policy rates by a further 0.25% in
August to 5.25%, a sharp slowdown underway in the housing market, the impact of high food and
power prices on household spending, and the government’s pro-cyclical fiscal policy implemented
largely through substantial tax rises.
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The difficulties in Europe and the UK have been reflected in underperformance in their stock markets
in recent months; both were weak in August and over the past 3 months have returned +2.1% and
+0.9% respectively compared with +8.1% from the US and +9.6% in Japan, which remains the

best performing major market so far this year, +25% in yen terms, as its attractive valuation and
increasingly shareholder-friendly corporate sector have begun to be recognised by investors. Also
supporting Japanese stocks has been the weakness of the yen, down 10% this year, as the Bank of
Japan persists with its ultra-loose policy, leaving Japan out on a limb and risking potentially worrying
imbalances.

While most central banks across the developed world continue to tighten policy, the reverse is
underway in China, where authorities are reacting to a sharp slowdown in growth after the brief
post-Covid spending surge early in the year and are facing a worrying combination of cyclical and
structural headwinds. Uppermost is the highly leveraged property development industry, with
several large developers close to bankruptcy, real estate investment and house prices in a prolonged
decline, and contagion spreading to local governments which have relied heavily on land sales

to fund their spending and are indirectly exposed to developers via local government financing
vehicles. On top of that is the impact of US-imposed constraints on technology imports, and re-
shoring of supply chains away from China, as well as the longer-term structural challenge of an
ageing population and declining workforce. Economic data continue to disappoint, with July retail
sales and industrial production further decelerating, exports and imports contracting at double-digit
rates yoy, and price indices falling into deflationary territory. Pressure has grown on the authorities
to provide stimulus, but they are limited by already high debt levels; measures taken in recent
weeks have been modest, with small cuts in interest rates and liquidity injections, and measures to
encourage bank lending and stock market investing. Although investors took some encouragement
from these moves the equity market remains under a cloud, falling 9% in August, reversing nearly all
the gains in the previous month.

China's structural headwinds: debt:GDP
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Source: Bloomberg Finance L.P., Momentum Global Investment Management as at 31 August 2023.
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The oil price rose a further 1.5% in August, taking
its rise over the past 3 months to 20%, helped

by Saudi Arabia extending its Tm bpd voluntary
reductions into September, and underpinning a gain
of over 9% in energy stocks over July and August,
the best performing sector globally. The rise will
have an impact on headline inflation in the short
term, hindering the job of central banks, but is
unlikely to affect core prices or longer-term inflation
expectations, which remain anchored around the
2-2.5% range in the US.

Potentially of greater significance to markets is

the recent strength of the US dollar, up on a trade-
weighted basis by 1.7% in August and close to 5%
since mid-July. The continuing strength of the US
economy relative to Europe and Japan, and the
diminishing prospects of rate cuts by the Fed until
well into 2024, provide support for the dollar in
coming months. Any such strength would amount
to a tightening of financial conditions globally given
the size of dollar debt internationally, and provide a
significant headwind for financial markets.

The key to market direction remains the battle

to control inflation, and arguably the easiest part

of that job is over, with the more challenging and
uncertain part ahead. As supply chains normalised,
excess Covid-era savings largely expended, energy
markets stabilised, household spending pressured
by the surge in the cost of living, and borrowing costs
pushed sharply higher by monetary policy, a sharp
fall in inflation was inevitable. With policy rates now
close to the peak, the question is for how long they
will need to be kept at restrictive levels to bring core
inflation down to target. Recent evidence, from the
resilient US economy, labour markets and central
banks’ guidance, is that this will take some time. The
longer it takes the greater is the risk of a financial
accident and/or recession. This is a challenging
environment for much of the corporate sector, and
the uncertainty is likely to be a headwind for equity
markets, where the immediate outlook continues to
call for caution. Government bonds, however, for the
first time in many years, are now firmly in attractive
valuation territory, and would be the biggest
beneficiaries of a recession or financial mishap. We
are increasing exposure to safe-haven government
bonds, especially in short maturities given their
significant yield pick-up, while remaining patient
before adding to risk assets.

Oil prices rose a
further 1.5% in
August, taking its rise
over the past three
months to 20%




Market performance = Global (local returns) as at 31 August 2023

Asset Class / Region Ccy mo1nth months Asset Class / Region Ccy mo1nth moﬁths YTD mo1r$ths
United States S&P 500 NR usD -1.6% 81% 18.3% 15.3% US Property Securities MSCI US REIT NR usD -3.1% 4.4% 4.4% -4.0%
United Kingdom MSCI UK NR GBP -2.5% 0.9% 2.9% 54% Australian Property Securities S&P/ASX 200 A-REIT Index TR AUD 1.7% 3.8% 7.3% 1.5%
Continental Europe MSCI Europe ex UK NR EUR  -24% 21% 12.0% 15.8% Asia Property Securities S&P Asia Property 40 Index NR usD -4.9% 0.9% -7.8% -7.9%
Japan Topix TR JPY 0.4% 9.6% 251% 22.0% Global Property Securities S&P Global Property USD TR usD -3.3% 4.3% 2.0% -41%
Asia Pacific (ex Japan) MSCI AC Asia Pacific ex Japan NR usD -6.1% 2.4% 2.3% 0.3%
Global MSCI World NR usD -2.4% 7.0% 16.1% 15.6% Euro usD -1.5% 1.9% 1.3% 7.8%
Emerging Europe MSCI EM Europe NR usD -1.8% 15.5% 22.0% 56.3% Japanese Yen usD -2.3% -4.0% -9.9% -4.7%
Emerging Asia MSCI EM Asia NR Usb -62% 24% 3.7% -0.3% Australian Dollar usD -3.8% 0.1% -5.0% -5.6%
Emerging Latin America MSCI EM Latin America NR usD -7.3% 9.2% 15.6% 18.2% South African Rand usb -5.7% 4.6% -9.8% -9.4%
BRICs MSCI BRIC NR UsD -9.0% 4.8% -4.7% -7.5% Commodities RICITR usb 0.1% 13.0% 0.5% -1.5%
Global emerging markets MSCI Emerging Markets NR Usb -6.2% 3.5% 4.6% 1.3% Agricultural Commodities RICI Agriculture TR Usb  -0.5% 9.2% 3.8% 2.6%
US Treasuries JP Morgan United States Government Bond TR~ USD  -0.5%  -1.5% 0.7% -1.8% Gold Gold Spot usD -1.5% -1.2% 6.5% 13.1%
US Treasuries (inflation protected) BBgBarc US Government Inflation Linked TR Usb -09% -1.2% 11% -3.9% Hedge funds Bloomberg All Hedge Fund Index usb -11% 2.4% 3.8% 2.8%
US Corporate (investment grade)  BBgBarc US Corporate Investment Grade TR Usb -0.8% 0.0% 2.8% 0.9%
US High Yield BBgBarc US High Yield 2% Issuer Cap TR usb 0.3% 3.4% 7.2% 7.2% United States 5.50%

UK Gilts JP Morgan UK Government Bond TR GBP  -05% -01% -3.3% -9.8% United Kingdom 5.25%

UK Corporate (investment grade) ICE BofAML Sterling Non-Gilt TR GBP 0.0% 0.8% 1.0% -1.9% Eurozone 4.25%

Euro Government Bonds ICE BofAML Euro Government TR EUR 0.3% -01% 2.3% -3.4% Japan -0.10%

Euro Corporate (investment grade) BBgBarc Euro Aggregate Corporate TR EUR 0.2% 0.8% 3.4% 11% Australia 410%

Euro High Yield BBgBarc European HY 3% Constrained TR EUR 0.3% 1.9% 5.9% 6.6% South Africa 8.25%

Japanese Government JP Morgan Japan Government Bond TR JPY  -08% -22%  03% -2.8% Source: Bloomberg Finance L.P., Momentum Global Investment Management. Past performance is not indicative
Australian Government JP Morgan Australia GBI TR AUD 0.6% -1.2% 2.4% 11% of future returns.

Global Government Bonds JP Morgan Global GBI uUusb -13% -14% -0.4% -1.6%

Global Bonds ICE BofAML Global Broad Market uUsb -12% -0.8% 0.7% -0.5%

Global Convertible Bonds ICE BofAML Global Convertibles UsD -28%  41% 7.6% 5.3%

Emerging Market Bonds JP Morgan EMBI+ (Hard currency) Usb  -14% 2.6% 3.7% 4.9%
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Asset Class / Region

Local

Ccy

1

month months

UK - All Cap MSCI UK NR GBP -2.5% 0.9% 2.9% 5.4%
UK - Large Cap MSCI UK Large Cap NR GBP -2.4% 0.6% 0.2% 3.6%
UK - Mid Cap MSCI UK Mid Cap NR GBP  -33%  1.0% 10.2%  11.5%
UK - Small Cap MSCI Small Cap NR GBP -2.5% 0.9% 2.4% 0.9%
United States S&P 500 NR usD -0.1% 5.8% 13.0% 5.9%
Continental Europe MSCI Europe ex UK NR EUR -2.4% 1.7% 8.3% 14.6%
Japan Topix TR JPY -0.4% 3.0% 7.6% 6.8%
Asia Pacific (ex Japan) MSCI AC Asia Pacific ex Japan NR UsD -46% 0.2% -2.2% -7.9%
Global developed markets MSCI World NR USsD -09% 4.7% 10.9% 6.1%
Global emerging markets MSCI Emerging Markets NR uUsb -47% 1.2% -0.1% -7.0%

Gilts - All ICE BofAML UK Gilt TR GBP -0.5% -0.2% -3.6%  -10.2%
Gilts - Under 5 years ICE BofAML UK Gilt TR O-5 years GBP 0.6% 0.5% 0.3% -0.2%
Gilts - 5to 15 years ICE BofAML UK Gilt TR 5-15 years GBP -0.1% -0.4% -2.1% -7.2%
Gilts - Over 15 years ICE BofAML UK Gilt TR 15+ years GBP  -19% -04% 77%  -19.6%
Index Linked Gilts - All ICE BofAML UK Gilt Inflation-Linked TR GBP -1.3% 1.3% -4.6%  -17.0%
Index Linked Gilts - 5 to 15 years ICE BofAML UK Gilt Inflation-Linked TR 5-15years GBP ~ -0.2%  1.6% 1.3% -7.5%
Index Linked Gilts - Over 15 years  ICE BofAML UK Gilt Inflation-Linked TR 15+ years GBP  -2.4% 1.4% -97%  -261%
UK Corporate (investment grade) ICE BofAML Sterling Non-Gilt TR GBP 0.0% 0.8% 1.0% -1.9%
US Treasuries JP Morgan US Government Bond TR usD 11% -3.7% -4.4% -9.9%
US Corporate (investment grade) BBgBarc US Corporate Investment Grade TR usD 0.8% -2.2% -2.5% -7.3%
US High Yield BBgBarc US High Yield 2% Issuer Cap TR usD 0.3% 3.4% 7.2% 7.2%

Euro Government Bonds ICE BofAML Euro Government TR EUR 0.3% -0.1% 2.3% -3.4%
Euro Corporate (investment grade) BBgBarc Euro Aggregate Corporate TR EUR 0.2% 0.8% 3.4% 11%

Euro High Yield BBgBarc European High Yield 3% Constrained TR~ EUR 0.3% 1.9% 5.9% 6.6%

Global Government Bonds JP Morgan Global GBI GBP 0.2%  -3.6% -48%  -9.7%
Global Bonds ICE BofAML Global Broad Market GBP  -12% -0.8% 0.7% -0.5%
Global Convertible Bonds ICE BofAML Global Convertibles GBP  -2.8% 41% 7.6% 5.3%

Emerging Market Bonds JP Morgan EMBI+ (Hard currency) GBP 0.1% 0.4% -1.0% -3.7%
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Market performance = UK (all returns GBP) as at 31 August 2023

Local 1 3 12
Ccy month months months

Property

Global Property Securities S&P Global Property TR -1.8% 20% -2.6%  -12.0%

Currencies

Index

Asset Class / Region

Euro 00% -03% -33% -1.0%
US Dollar GBP 15%  -22% -4.6% -82%
Japanese Yen -0.8% -6.0% -139% -12.5%

Commodities & Alternatives

Commodities Rogers International Commodity (RICI) TR 17% 105% -4.0% -9.6%
Agricultural Commodities Rogers International Commodity (RICI) Agriculture TR~ GBP 1.0% 6.8% -0.8% -5.8%
Oil Brent Crude QOil GBP 31% 169% -34% -174%
Gold Gold Spot 00% -33% 17% 3.9%

Interest Rates Current Rate

United Kingdom 5.25%

Source: Bloomberg Finance L.P., Momentum Global Investment Management. Past performance is not indicative
of future returns.
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Asset allocation views

Change 1
MAIN ASSET CLASSES v/~ IR
Equities v

Fixed Income —

Alternatives —

Our Overall View

We have downgraded our outlook on equities in terms of our overall asset class
weightings. The lack of depth in this year's market rally is a cause for concern
with fears of a recession still high. Our fixed income view remains neutral due
to higher rates and although the threat of a recession requires an element of
caution with certain fixed income assets, good opportunities are still prevalent.

Cash Alternative assets remain a good diversifier of returns, especially favourable
should market volatility increase.
Score Change 1 2 6 Our downgraded view on equities is driven largely by a more challenging outlook
EQUITIES v/ IR P  for developed market corporates. Last year's aggressive rate hikes continue to
beveloed Equiti show signs of pushing developed economies towards recession and there are
eveloped Equities v . o T .

UK Equities - | concerns regarfjlng complacency in I’IS.k mark,ets. US equities in partlcular‘ha\./e
European Equities o shown a worrying lack of breadth in this year's rally. Vg!uahons !oqk positive in
US Equities o European equities, but the most compelling opportunities remain in the UK and

Japanese Equities —
Emerging Market Equities —

Japan where valuations are still attractive.

FIXED INCOME v/~ IR

Government —
Index-Linked —
Investment Grade Corporate —
High Yield Corporate —
Emerging Market Debt —
Convertible Bonds —

Rates remaining elevated so far in 2023 mean that bonds continue to provide
attractive selective opportunities. Although rates remain high there are still
concerns that the spreads offered today on investment grade and riskier high
yield corporate bonds do not offer a suitable risk premium over safer sovereign
bonds. The possibility of a recession and rising default rates suggest that an
element of caution is necessary. We continue to prefer shorter duration bonds in
both developed and emerging markets. Improving real yields and weak growth
expectations have also improved the appeal of inflation linked bonds.

SPECIALIST ASSETS/ALTERNATIVES A/v/—

Commodities —
Property —
Infrastructure A
Liquid Alternatives —
Private Equity —

Commodity prices are likely to be challenged against a slowdown in global growth.
With expectations of a more turbulent period ahead in markets, alternatives continue
to offer diversification benefits at attractive valuations after a period of poor investor
sentiment. Discounts in NAVs in private equity continue to appear overly pessimistic
while secular trends in infrastructure and specialist financials have boosted our
outlook for both asset classes. Our liquid alternatives continue to offer attractive
diversification benefits especially during periods of market uncertainty.

Specialist Financial A

Score Change 1 2 6 Against long term valuation metrics, Sterling and Yen continue to remain cheap
CURRENCIES vs. USD v/~ IR P  clative to the Dollar. The Bank of Japan'’s ongoing policy of yield curve control
GBP o policy holds the Yen back, for now. Recession expectations in the US and inflation
EUR o in Europe could mean divergent rate expectations in support of the Euro.

Y o Gold's status as a haven asset has been beneficial in the face of recent market
Gold - uncertainty and remains a good diversifier.

The asset allocation views are updated quarterly unless otherwise stated.
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With the recentrise in global

rates, bonds now provide a
more attractive opportunity
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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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