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Signs of economic  Market Commentary
resilience is

In some welcome news, the world economy is showing signs of resilience

I I this year despite lingering inflation and a sluggish recovery in China.
INCreasl ng the The International Monetary Fund (IMF) released its latest World
Odd S tha‘t a Economic Outlook in July, where they noted this resilience is increasing

the odds that a global recession may be avoided.

global recession e - | | N
. ese signs of optimism may also give global policymakers additional
may be aVO|ded . confidence that their efforts to contain inflation without causing more
serious economic harm, may be working. However, global growth
remains weak by historical standards, and IMF economists warned
that significant risks still exist, as the recovery from the pandemic and
Russia’s invasion of Ukraine has been very slow. The succinct appraisal
from IMF Chief Economist Pierre-Olivier Gourinchas, is that the global
economy is “not yet out of the woods".

Although the economic environment continues to require careful
navigation by policymakers, the IMF raised its forecast for global
growth this year to 3% (up from 2.8% in April). It also predicted that
global inflation would continue to ease from 8.7% in 2022 to 6.8%
this year and 5.2% in 2024, as the effects of higher interest rates filter
throughout the world.

The outlook was rosier in large part because financial markets - which had
been shaken by the collapse of several large banks in the United States
and Europe earlier in the year - have largely stabilised.

Sadly, as we go to print, Palestinian militant groups led by Hamas
launched a large-scale invasion against Israel from the Gaza Strip,
triggering a swift response from the Israeli military. While geo-political
conflict tends not to directly impact markets, all independent observers
will be hoping for a speedy resolution.
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Key commodity prices weaken

Weakening trading-partner demand, driven by the slowing
Chinese economy, has resulted in a significant decline in
New Zealand's commodity export prices in recent months,
none more so than in the dairy sector.

In early August, Fonterra reduced its 2023/24 season

milk price forecast by one dollar to a mid-point of $7 per
kg of milk solids. Given the sheer volume of milk solids
that Fonterra collects each year, this equates to 0.4% of
New Zealand's gross domestic product (GDP) before any
indirect economic effects are considered. Some economists
suggest the total impact on the economy could be as
much as 4 to 5 times the direct effect.

The forecasted price of $7 per kg of milk solids is 15% lower
than last season’s price and also below most estimates of
a breakeven rate. This is noteworthy because dairy is our
largest export, making up almost a third of New Zealand's
total goods exports.

Other key export prices for lambs and logs have also been
under pressure from slowing demand. Unfortunately, while
prices have been weakening, farm costs have been moving
in the other direction, increasing the pressure on our
agricultural sector.

These price declines pose a challenge for the wider
New Zealand economy as lower export revenues are likely
to have a negative impact on overall economic activity.

Housing decline over?

On the flip side, the local housing market has finally shown
some positive signs of stabilising.

Figure 1: New Zealand's average property value since June 2018
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Source: Property value data derived from the OneRoof-Valocity House Value
Index, taken on September 20, 2023.

From August 2020 to February 2022, with our international
borders still closed, and as the New Zealand economy
reoriented itself after the national Covid lockdown, the
average value of the local housing market increased by just
over 40% in 18 months.

This turned around over the following 16 months to June
2023 as New Zealanders finally got their boarding passes
again, mortgage interest rates began to rise quickly and
inward migration flows remained frustratingly weak.

Today, with inward migration numbers very much higher
again (adding further weight to housing demand) and
interest rates having stabilised, housing values have slowly
begun to pick up again. For many who have their total

net worth closely linked to the value of their home, this
has been a ray of sunshine in an otherwise challenging
economic environment.

Interest rates stabilised

The Reserve Bank of New Zealand (RBNZ) continues to believe
it has done enough to get inflation back under control.
Across the 12 July, 16 August and 4 October Monetary

Policy decisions, the RBNZ left the Official Cash Rate (OCR)
unchanged at 5.50% and made only very small changes to its
forward-looking OCR forecast. This demonstrates a degree of
confidence within the RBNZ that, even with current inflation
still elevated, it remains on track to achieving its inflation target.

There is an emerging consensus
that overall inflation is at least
heading in the right direction.

The RBNZ believe current level of interest rates is limiting
spending and reducing inflation pressures and headline
inflation is tracking downward. This has been largely driven
by a useful fall in ‘tradables’ inflation, which measures

the price changes for goods and services that are more
exposed to international competition. Unfortunately,
inflation on the goods and services we use daily such as
construction, rents, restaurant meals and ready-to-eat
food, etc is reducing much more slowly.

Inflation in this area (non-tradables) is proving to be a bit
‘stickier’ than the RBNZ originally hoped, however there

is an emerging consensus that overall inflation is at least
heading in the right direction. A number of commentators
are suggesting this could lead to reductions in the OCR
from early next year, even though the RBNZ's own
forecasts suggest this might not happen until 2025.
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Diversification remains valuable

Since the emergence of Covid-19 back in early 2020, global asset markets
have generally experienced some degree of upheaval. At the beginning of
the pandemic, global share markets capitulated over the first few weeks
of March 2020 before embarking on a searing rally. In the case of the
New Zealand NZX 50 Inde, this rally was so strong that by September
2020, it had recovered all of its lost ground from earlier in the year.

So, what has happened in the three years since then?

As the table below shows, it's been a relatively underwhelming period
for New Zealand shares, with the local index (including dividends) having
ground out a small annualised loss for the period. With the benefit

of hindsight that's not a shocking discovery. The small New Zealand
economy was slower to reopen to the rest of the world and has since
been on the back foot trying to compete for much-needed skilled labour
in what has suddenly appeared to be a global labour market shortage.

For investors with all their growth assets in New Zealand, that wouldn't
have been a great result, but for diversified global investors the story
has probably been more positive.

3 years to end

Main share market index returns Currency Sept 2023 (p.a.)
S&P/NZX 50 Index (gross with imputation credits) NZD -0.50%
S&P/ASX 200 Index (Total return) AUD 11.00%
S&P/500 Index (Total return) usD 10.15%
MSCI Emerging Markets Index (Gross div.) usb -1.34%

The neighbouring Australian share market (ASX 200) and the globally
significant US share market (S&P 500) both delivered excellent returns
over the same three year period, rewarding investors who were mindful
not to have all their growth exposures in New Zealand.

Outside of global shares, a number of other asset classes also struggled.

3 years to end

Other notable index returns Currency Sept 2023 (p.a.)
S&P/NZX A-Grade Corporate Bond Index NzZD -2.79%
Bloomberg Global Aggregate Bond Index S GED
(Hedged to NZD) NzD eeBie
S&P Developed Property Index (Total return) usb 1.47%
S&P/GSCI Gold Index (Total return) usb -1.38%

Bond markets in New Zealand (A-Grade Corporate Bond index) and
internationally (Bloomberg Global Aggregate Bond index) all laboured
as global interest rates generally rose. Global listed property produced a
weak positive return, while gold — often touted as a safe haven in times
of market trouble — could only deliver a small negative return.

While Bitcoin did very well (initially), its highly speculative properties make it
an unsuitable holding for most investors, something which its price decline
of -60% since October 2021 probably confirms.
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If in doubt, stick to the plan

With international inflation pressures slowly

receding and the outlook for global growth

looking slightly brighter, investors can take a
little bit of heart.

The last few years have been a period unlike
any we've experienced previously, with the
global economy effectively shutting down for
a period of time and no rule book on how

to get it successfully restarted. Perhaps not
surprisingly, the economic transition back
from the depths of the pandemic has been
far from painless.

In New Zealand alone over the last three
years we've witnessed rampant house prices
(followed by rapidly falling house prices),
galloping inflation, a cost-of-living crisis and
extreme labour shortages. We have, however,
endured. And well diversified investment
portfolios have endured as well — particularly
those containing at least a scattering of
traditional international growth exposures.

A robust strategy and good
investor behaviour will often
pay the biggest dividends.

To the layperson, investing through the
'good times' is often considered easy — when
just having your money somewhere will end
up giving you a good return. However, it's
when navigating the 'difficult times', that a
robust strategy and good investor behaviour
will often pay the biggest dividends. That
doesn't necessarily mean earning higher
returns, but it almost always means helping
investors avoid the pitfalls of succumbing to
short term (emotionally driven) thinking and
bad decision-making. Doing the wrong thing
at the wrong time is the surest way we know
to undermine even the smartest strategy.

The challenge is that no matter how obvious
everything seems in hindsight (once events
have happened and their consequences are
known), its usually impossible to know which
period — good or bad - lies immediately ahead.
All we have is the certainty that both will make
an appearance at different times and, on
average, there will be more good than bad.

That's why building a sound long term
investment strategy is so important. One

that allows someone to stay invested when
the going gets tough, so they are in the best
position to benefit from the inevitable recovery.



Key market movements for the quarter

After a generally good performance over the first half of 2023, international share markets gave up some of their gains in the
July to September quarter.

Slowing growth and the prospect of a sustained period of higher interest rates in the US weighed on the influential American
share market, with the so called “magnificent seven” large technology-related businesses mainly declining.

Despite production cuts from Saudi Arabia and Russia contributing to a significant rise in oil prices, there was better news on
the inflation front, with year-on-year core inflation measures continuing to ease across most economies. This allowed many
major central banks to indicate a pause in their rate hiking programmes.

In August, Fitch Ratings downgraded the US's triple-A sovereign credit rating to double-A plus, citing the growing US debt
burden and an "erosion of governance" as reasons for its decision. This, combined with market expectations for interest rates to
remain higher for longer, contributed to higher yields (lower bond prices) over the quarter.

International shares
0 US and Eurozone share markets stumbled in the third quarter as interest rate concerns contributed to a weakening of
259 investor sentiment. In the US, the concern was that interest rates would stay elevated for longer than initially expected,
(helige?j while in the Eurozone it was a concern about the impact recent rate hikes might have on economic growth.

to NZD) Energy companies provided one of the few bright spots in the quarter. The information technology sector was one of the

U weakest over the quarter, with higher interest rates generally being negative for the valuation of many of these companies.

The UK share market rose over the quarter. The large, diversified energy and basic materials groups outperformed
1.29% as they rebounded from weakness in the prior three-month period. A weaker British pound (versus the US dollar)
(unh;edged) provided support, and a sharp recovery in crude oil prices buoyed the energy groups.

Against most major currencies, the New Zealand dollar was a little weaker through the quarter which meant increased
reported returns for investors holding unhedged foreign assets.

The MSCI World ex-Australia Index returned -2.5% for the quarter hedged to the New Zealand dollar and -1.2% for the
unhedged index.

Source: MSCI World ex-Australia Index (net div.)

Emerging markets shares
0 Despite a strong start, the emerging markets recorded a negative return over the third quarter, declining by -2.8% in
0.5% US dollar terms.
-J. (o]

The Chinese share market experienced a sharp decline in August, with the country's property sector faring particularly
badly as investors doubted Beijing will deliver enough stimulus to get the world's second largest economy back on track.

In Poland, political uncertainty ahead of October's parliamentary elections prompted an unexpected interest rate cut
that was poorly received. This contributed to Poland posting the largest decline amongst the index markets. Taiwan
and Korea were also notably weak in a quarter where technology companies generally struggled.

Hungary and the Czech Republic both gained and outperformed the index, while the best returns came from Egypt
and Turkey. In Turkey, two interest rate rises in the quarter were viewed as a sign the central bank may be becoming
more orthodox in its policy approach, which was well received by the market.

While it was a negative quarter for the underlying emerging markets group, the slightly weaker New Zealand dollar
helped contribute to a near flat return to unhedged investors. The MSCI Emerging Markets Index produced a quarterly
return of -0.5% in unhedged New Zealand dollar terms.

Source: MSCI Emerging Markets Index (gross div.)
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-4.8%

New Zealand shares

The New Zealand share market, as measured by the S&P/NZX 50 Index, underperformed international markets over
the quarter by delivering a -4.8% return. While a number of small companies outside the top 50 performed strongly,
several of the more ‘index-relevant’ names didn't fare quite so well.

From within the top 50, Ampol Ltd (owners of Z Energy) and Winton Land Ltd (a residential neighbourhood developer)
both delivered near +20% returns for the quarter. Both companies benefited from strong earnings announcements,
with Ampol's half year sales volumes up 24% and Winton announcing record revenue and profits.

Unfortunately, losers outnumbered winners on the NZX this quarter.

Of the more notable firms, Restaurant Brands NZ Ltd (franchise owner for KFC, Pizza Hut, Carl’s Jr and Taco Bell)
projected weaker than expected profitability due to ongoing global inflationary pressures, particularly in regard to
rising ingredient and wage costs. Restaurant Brands shares slumped -31.2% over the quarter.

The a2 Milk Co Ltd also slid for the third successive quarter, shedding a further -14.8%. While the firm met the lower end
of its guidance for double-digit revenue and earnings growth, it warned the key China market will be more challenging
this year with China'’s birth rate at a record low. The infant formula producer flagged prices will remain under pressure due
to an increase in competition, excess manufacturing capacity and challenging macroeconomic conditions.

Source: S&P/NZX 50 Index (gross with imputation credits)

-1.9%

Australian shares

The Australian share market (S&P/ASX 200 Total Return Index) registered a small loss in the third quarter, falling -0.8% in
Australian dollar terms.

Although numerous micro-cap basic materials firms and technology companies posted stellar gains, these had a negligible
impact on the performance of the overall market.

In line with trends overseas, it was the energy sector which profited the most on the back of a strengthening oil price.
Large capitalisation firms like Woodside Energy (+9.6%), Santos Ltd (+6.8%) and Origin Energy Ltd (+6.8%), along with a
host of strong returns from much smaller energy firms, saw the energy sector overall deliver an average +11.2% for the
quarter. With mega-cap basic materials firms BHP and Rio Tinto also both eking out small gains of +1.1% and +1.3%
respectively, this helped the wider Australian share market navigate a difficult quarter with minimal downside.

In contrast, healthcare, consumer staples and information technology sectors all struggled and helped tip the overall
index into the negatives. Notable underperformers included software infrastructure firm Block Inc (-28.7%) which suffered
from weaker investor sentiment, and medical equipment company ResMed Inc (-27.8%) as their annual earnings fell short
of analyst expectations.

While the local Australian index only recorded a small loss, the slightly weaker Australian dollar versus the New Zealand
dollar over the quarter meant that reported returns to unhedged New Zealand investors reduced further to -1.9%.

Source: S&P/ASX 200 Index (total return)

+0.6%

International fixed interest

In spite of a significant rise in oil prices, signs of easing core inflation measures across most economies allowed many
major central banks to indicate a pause in further interest rate hikes.

Both the US Federal Reserve and the European Central Bank (ECB) raised interest rates in July by 0.25%, with the latter
continuing to hike again in September. The ECB suggested that this might now be sufficient to guide inflation back to
its target. The Bank of England raised their base rate to 5.25% in August.

However, despite the Federal Reserve and the Bank of England both keeping their benchmark interest rates steady
in September, the markets began to anticipate a longer period of elevated interest rates. This was the key driver of
increasing bond yields (meaning lower bond prices) over the period.

Over the quarter, the US 10 year bond yield trended steadily higher from 3.84% to 4.58%, with the two year bond yield
moving from 4.90% to 5.05%, lessening the degree of inversion in the US yield curve. Germany's 10 year bond yield
also rose from 2.39% to 2.84%, while the UK 10 year yield adjusted only slightly from 4.39% to 4.50% with the market
heartened by signs of slowing inflation.

The FTSE World Government Bond Index 1-5 Years (hedged to NZD) returned +0.6% for the quarter, while the broader
Bloomberg Global Aggregate Bond Index (hedged to NZD) declined -1.8% due largely to longer average term of this index.

Source: FTSE World Government Bond Index 1-5 Years (hedged to NZD)
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0 New Zealand fixed interest

Having raised interest rates faster throughout 2022 than all major economies, the Reserve Bank of New Zealand (RBNZ)
was also first to hit the “pause” button with our last interest rate rise coming in May 2023. Over recent months, successive
Official Cash Rate (OCR) announcements on 12 July, 16 August and 4 October, all maintained interest rates at the
prevailing level of 5.50%.

-0.5%

In their October release, the RBNZ noted that although employment is still above its maximum sustainable level (one of
the factors driving domestic or non-tradables inflation), recent indicators showed that employment intentions are flat and
the difficulty in finding labour within the economy has reduced. Although the range of factors impacting inflation are many
and varied, the RBNZ still anticipate inflation declining to within its 1% to 3% target range by the second half of 2024.

Similar to overseas trends, New Zealand government bond yields also rose during the quarter, with the New Zealand
10 year bond yield increasing from 4.65% to 5.34% by 30 September. With the June quarter gross domestic product
figures confirming that New Zealand had exited its technical recession, as expected, New Zealand corporate bonds

outperformed government bonds over the period.

The S&P/NZX A-Grade Corporate Bond Index fell -0.5% for the quarter, while the longer duration but higher quality
S&P/NZX NZ Government Bond Index fell -2.8%.

Source: S&P/NZX A-Grade Corporate Bond Index

Table 1: Asset class returns to 30 September 2023

Asset Class Index Name 3 ! 3 > 10
months year years years years
MSCI World ex Australi
orie ex Austrana 25%  206%  87% 7.0% 10.0%
. Index (net div., hedged to NZD)
International
shares
MSCI World ex Australi
orie ex Austala 2%  140%  117%  9.5% 12.0%
Index (net div.)
E i ket: MSCI E ing Market
Merging markets merging Markets -0.5% 4.7% 2.0% 3.0% 5.8%
shares Index (gross div.)
New Zealand S&P/NZX 50 Ind
ew eatan S e . -4.8% 3.0% 05%  47% 10.2%
shares (gross with imputation credits)
Australian shares SBP/ASX 200 Index -1.9% 6.5% 10.7% 6.3% 6.9%
(total return)
FTSE World G t Bond Index 1-5
e (h°e:j . d°¥§r$“§)“ ond index 0.6% 24%  -11%  0.8% 2.0%
International fixed y 9
interest
Bloomberg Global Aggregate Bond Index 3 o o o o
(hedged to NZD) 1.8% 1.7% 3.9% 0.2% 2.7%
New Zealand fixed | S&P/NZX A-Grade C t
Lew cealand fxe / rade ~orporate -05%  25%  -28%  08% 3.1%
interest Bond Index
s e Il vt A 14%  51%  24%  19%  22%
Bill Yields Index

Unless otherwise specified, all returns are expressed in NZD. We assume Australian shares and emerging markets shares are invested on an
unhedged basis, and therefore reported returns from these asset classes are susceptible to movement in the value of the NZD. Index returns are

before all costs and tax. Returns are annualised for time periods greater than one year.
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Lessons for investors in an Al future

Investing in the share market can often feel like a
rollercoaster ride, especially when new transformative
technologies emerge, and artificial intelligence (Al) which
recently exploded into the mainstream domain, is no
exception. In the year to date, share market returns for
companies with significant investments in Al have been
stellar. Nvidia which specialises in Al hardware and software
is up over 200%. Microsoft, who purchased ChatGPT is up
over 30% and Meta (Facebook) is up over 150%.

While Al feels like nothing we've seen before, over the
years the share market has witnessed the rise of various
technological innovations from the advent of electricity to
the internet revolution. These innovations have reshaped
industries, created new opportunities, and, in turn,
impacted share market performance. They also provide
instructive data to investors to see the dangers and
opportunities of investing into this type of technology.

In this article, we delve into historical share market
reactions to transformative technologies, examine the
current landscape with Al and reinforce the importance
of disciplined investment principles.
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The Historical Perspective

To understand how the share market responds to
transformative technology, it's essential to take

a historical perspective. Throughout history, new
technologies have disrupted existing industries,
leading to both winners and losers in the share
market. Let's look a few examples:

1. The Industrial Revolution: The late 18th and
early 19th centuries saw the advent of the
Industrial Revolution. Companies that embraced
new manufacturing processes and machinery
flourished, while those clinging to outdated
methods faced obsolescence.

2. The Internet Boom: In the late 20th century,
the emergence of the internet kickstarted a
wave of innovation, giving rise to companies
like Amazon and Microsoft. These technology
giants became share market darlings, with their
shares experiencing meteoric rises. Yet even
these companies experienced some excruciating
price drops. Amazon lost 80% of its share value
in 2000 and another 30% in 2002, and it was
considered one of the winners.

3. The Dot-com Bubble: Unfortunately, not all
companies in the internet sector fared well long
term. Many startups that couldn’t translate their
ideas or their potential into profits went out of
business altogether.



The Current Landscape with Al

Artificial Intelligence, with its potential to transform nearly
every industry, is the latest technological frontier. But how
is the share market responding to Al-focused businesses?

Based on history, what we should expect is increased
volatility. It's clear that Al will contribute to greater
business efficiencies in the future but it's very difficult to
price. What sort of profits will these businesses make?
Which businesses will be the winners, and which will fail
to achieve their potential? Uncertainty means prices will
move as investors absorb new information and adjust
their expectations.

Like the dot-com craze, most Al companies will likely fail
to outperform the market. Academic research has shed
light on this topic and the results are instructive.

One widely cited study by Hendrik Bessembinder, titled
'Do Stocks Outperform Treasury Bills?' (2018), found
that the majority of individual shares (about 58%)
underperformed one-month Treasury bills over their
lifetime. This means the odds of picking an individual
share that outperforms a risk-free investment like US
Government short term Treasury bills is less than 50%.

The key to investing into Al then, like many other
technological revolutions, is diversification. By owning
thousands of companies in your portfolio, you will have
exposure to individual firms such as Nvidia and Meta
that are making big moves into Al. If they succeed,
some of the investment funds in your portfolio will
continue to appreciate they have done so far this
year. However, if any of these individual companies
underperform, and it's certain some will, you have
spread your investment out broadly enough that it
shouldn't affect you achieving your long term goals.

However, if any of these individual
companies underperform, and it's
certain some will, you have spread
your investment out broadly enough
that it shouldn't affect you achieving
your long term goals.

The share market's response to transformative technologies
like Al can be both exhilarating and nerve-wracking.
Historical patterns show that while these technologies
can lead to greater market volatility, they also create
opportunities for disciplined investors. In the long run,
investors who adhere to disciplined investment principles,
maintain a diversified portfolio, and exercise patience are
more likely to achieve their financial goals.

As we continue to witness the Al revolution and its impact
on the share market, it's crucial to stay focused on your
investment strategy and remain committed to your long
term objectives. By doing so, you can ride the waves of
transformative technology with confidence and resilience.
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