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SUMMARY

Recent market trends have been marked by significant shifts
in expectations regarding central bank policies and inflation.
Starting the year off, there was anticipation of possible
interest rate cuts by the Reserve Bank of Australia (RBA).
However, this outlook has changed, with markets now
pricing in the prospect of a rate hike instead.

This change in expectations has been influenced by several
factors, including higher-than-expected inflation rates for the
third consecutive month. This unexpected inflation, along
with a re-evaluation of Federal Reserve policies and an
increase in bond yields, led to a notable decline in equity
markets. In fact, global equities experienced a 3.3% decrease
in April, following a robust 14.1% increase for the first quarter
of the calendar year.

Chart 1: Asset Class Returns - April - 2024
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Australian equities also pulled back, declining 2.9% in April
after a 5.3% gain in the March quarter. Real estate investment
trusts (REITs), which generated a strong 16.8% increase in the
first quarter, were particularly affected by higher bond yields
in the month, experiencing a 7.6% decrease. Additionally,
sectors such as consumer discretionary, banks, and energy
all saw declines of 3.5% or more.

The upward trend in global bond yields continued
throughout the month, driven by another round of higher-
than-expected inflation data and positive economic
indicators. Australian 10-year bond yields, for instance, rose
to 4.54% before settling at 4.44% by the end of the month -
compared to around 4% at the beginning of the month.
These shifts indicate a broader reassessment of economic
conditions and monetary policies, highlighting the challenges
and uncertainties facing financial markets in the current
environment, as economies perform better than expected
and inflation remains uncomfortably high.
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GLOBAL DEVELOPED EQUITIES

In April, global markets faced challenges due to higher
inflation, leading to the largest equity market decline since
October 2023. The MSCI World ex-Australia index pulled back
3.7%, following a strong 9.1% gain in the previous quarter. US
core inflation remained high at 3.8%, affecting market
expectations for Federal Reserve interest rate policy. As a
result, the US 10-year yields rose to around 4.7%, impacting
equity and bond valuations alike.

The US market was down by 4.2% due to declines in large
tech companies. However, the UK market rose by 1.9%, while
other markets, like Europe ex-UK and Japan generally
declined.

Company earnings, a sign of corporate health, have remained
strong with 77% of companies in the S&P 500 index reporting
positive EPS (earnings per share or profits) surprises and a
5.0% earnings growth rate, the highest since February 2022.

Economic data was mixed, with US ISM (Institute of Supply
Management) indices easing back in April and some softening
in labour market indicators and consumer confidence. Some
commentators have mentioned the possibility of
“stagflation”, but Fed chair Jay Powell was quick to rule this
out, stating at the press conference following the recent
Federal Open Market Committee meeting “l don’t see the
stag, or the ‘flation”.

In terms of market sectors, utilities and energy were the only
to post positive returns, while IT, REITs (real estate
investment trusts), construction materials, and retailers were
the biggest losers. Defensive stocks outperformed, while
Growth and Quality stocks underperformed Value stocks.

AUSTRALIAN EQUITIES

Australian equities declined by 2.9% in April after a 5.3% gain
in the previous quarter, with only the materials sector making
a positive contribution. REITs fell by 7.6% due to rising bond
yields, while consumer discretionary, banks, and energy were
each down over 3.5%.

The weaker performance in the month was due to higher-
than-expected inflation data in Australia and the US, leading
to aless supportive interest rate outlook - expectations of
central banks’ interest rate policies; prior to April, cuts were
expected by mid-to late-2024, these cuts are now not
expected until later in 2024 or into 2025. Australia's inflation
rose 1% in the March quarter, leaving the annual rate at 4%.
Markets started pricing in the possibility of an RBA rate hike,
contrary to earlier expectations of rate cuts.

Consumer sentiment has been impacted by concerns over
rates and financial conditions, with retail spending falling
0.6% in March. However, miners saw a recovery due to rising
iron ore and copper prices, along with expectations of further
growth improvements in the abnormally sluggish Chinese
economy.
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EMERGING MARKETS

Emerging markets, particularly Chinese equities,
outperformed global developed markets. The MSCI Emerging
Markets (EM) index rose by 0.9% in AUD terms, with EM Asia
up by 0.9%, China by 6.6%, and India by 2.3%. However,
Korea, Taiwan, and Latin American stocks were lower due to
Brazil's sell-off.

Chinese equities have rebounded by 16.6% in the past 3 months,
showing signs of economic stabilisation with the Purchasing
Managers’ Index (PMI) readings above 50 (indicating an
expansion when compared with the previous month) and
moderate retail spending. Yet, consumer confidence remains
low, and the lack of significant government support for the
property sector is a concern.

The US's higher interest rate scenario is challenging for
emerging markets, leading to unexpected rate hikes in countries
like Indonesia, and interventions in Japan, Vietnam, Malaysia,
and South Korea to support their currencies.

PROPERTY AND INFRASTRUCTURE

REITs declined sharply after a strong start to the year, with
the (Australian) AREITs index dropping 7.6% in April, erasing
almost half of the previous three months' gain. This was due
to the ongoing rise in bond yields in the period.

Global REITs (GREITs) also performed poorly, falling 5.4% in
April and lagging behind AREITs by nearly 20% over the year.
The FTSE Global Infrastructure index fell by 0.8% in April due
to higher real bond yields impacting the sector.

FIXED INTEREST - GLOBAL

Bond yields rose due to higher-than-expected inflation and
positive economic data, reducing expectations of central
bank easing in the near term. US core inflation reached 3.8%,
leading to market adjustments and a rise in US 10-year yields
t0 4.7%.

Economic indicators like the ISM indices and payrolls data
softened, prompting stagflation concerns, although Fed
Chairman Powell ruled out this possibility. Japanese bond
yields rose, and the yen weakened significantly.

In Europe, bond yields increased modestly due to slower
growth and inflation progress. The Barclays Global Aggregate
index fell by 1.7% in April, and corporate credit spreads
indicate ongoing economic expansion. Global high yield
credit returned -0.7% for the month and 10.4% for the year.

FIXED INTEREST — AUSTRALIA

Australian bond yields rose to 4.44% amid a sell-off, driven by
higher-than-expected inflation data. Australia's inflation rose
by 1% in the March quarter, leaving the annual rate at 4%,
leading markets to anticipate a potential rate hike by the
RBA, contrary to earlier expectations of rate cuts. Despite a
smallloss in jobs and a slight increase in the unemployment
rate, the economy remains stable, with business conditions
not as pessimistic as expected.
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COMMODITIES

Commodity markets are performing well amidst weaker
equity and bond markets. Oil rose 1% to US$87.70 a barrel,
up 7.5% in three months. Copper surged 14.3%, exceeding
US$10,000 per tonne. Iron ore rallied 8.7% due to China's
construction project acceleration.

Gold reached US$2,286.25 an ounce, up over 2% for the
month and 15% for the year, driven by political risk
diversification and rising Chinese demand. Central bank gold
purchases are at five-decade highs. Potential Trump
presidency effects and US-China tensions are being watched
closely. The price of gold might be affected because there is
a chance that the US won't lower its interest rates as much as
expected.

CURRENCIES

The USD strengthened in April due to a strong economy,
steady inflation, and higher interest rates compared to other
countries.

The AUD traded lower, around 64 cents, as markets adjusted
expectations regarding Fed easing.

Disclaimer: This document has been prepared for the FMD Financial Economic Snapshot by FMD Group and is intended to be a general overview of the subject
matter. The documentis notintended to be comprehensive and should not be relied upon as such. We have not taken into account the individual objectives or
circumstances of any person. Legal, financial and other professional advice should be sought prior to applying the information contained in this document.
Advice is required before any content can be applied at a personal level. No responsibility is accepted by FMD Group or its officers. Past performance is not an
indication of future performance.
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