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Key takeaways

+ Volatility returned to international markets driven by fears of a US recession.

« US Federal Reserve (Fed) signals that interest rate cuts are imminent, with the
United Kingdom, Sweden and New Zealand already cutting interest rates.

« Reserve Bank of Australia (RBA) kept interest rates unchanged at 4.35% p.a., noting
that it is premature to be considering interest rate cuts.

» Looking ahead, we expect US economic growth to slow but not enter a recession as
consumer and corporate balance sheets remain strong. Emerging economies are
expected to be aided by supportive economic policy measures.

*  We continue to favour emerging markets over developed markets due to their
more appealing valuations and promising economic prospects.

+  We expect growth to remain weak and favour Australian government bonds, as
cash rates have likely peaked this cycle.
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US unemployment rate

Economic review

Australia: RBA remains vigilant to upside risks to inflation

« Reserve Bank of Australia (RBA) kept interest rates unchanged at 4.35% p.a., cautioning 12%
against expecting cuts in the coming months and noting it had considered raising rates.

«  While the July Consumer Price Index (CPI) declined from 3.8% to 3.5% Year-on-Year (YoY) o
in July, mainly driven by the government’s energy rebate, this is unlikely to ease the RBA's

concerns as core inflation indicators remained high. %” M \\w-/

« The labour market remains strong, with an estimated 60,500 new full-time jobs added in 4%
the July. However, the unemployment rate rose from 4.1% to 4.2% in July as more
individuals entered the labour force.
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8% International: Fears of a US recession arises reemerges

¢ The US unemployment rate surprised the market rising from 4.1% to 4.3% in July,

6% increasing concerns of a US recession. Most other US data remained strong
including Q2’24 GDP driven by strong household consumption.
4% + The Fed signaled upcoming interest rate cuts, citing a cooling labour market was a

bigger concern than inflation risk.

+ Easing inflation concerns led central banks in the United Kingdom, Sweden and New
Zealand to cut interest rates by 0.25% in August.

+ Japan's preliminary Q2'24 GDP was strong, supported by a recovery in household
consumption, while conditions in China remained weak, with the property sector
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Cumulative asset class returns

Market review

20%
Equity markets deliver mixed results in a volatile month

. . : . . , 10%
« International equity markets delivered a positive return in August. An early month decline

was followed by a recovery as subsequent economic data eased recession concerns. 0%
(]

* The Real Estate sector performed well, supported by a decline in bond yields and rising
expectations for US interest rate cuts, while the Energy sector performed poorly due to a -10%
decline in oil prices.
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« International government bond markets rallied in August supported by US recession

. . ) . . International Shares (H)
concerns and comments from Fed Chair Powell signaling upcoming interest rate cuts.

Australian Shares International Shares (UH)

. . . Source: Refinitiv Datastream; MSCI. Data provided 'as is'. Details on chart constituents can be
« Australian government bond markets also posted positive returns, despite the RBA P

cautioning against expecting interest rate cuts in the near term, was instead driven by
international economic and market developments.

Australian and US 10 year government bond yields
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Commodity markets experience mixed performance 5.0%

+ Commodity markets delivered mixed returns over August. 4.0%

« Gold prices ended the month higher, supported by a combination of rising geopolitical .

concerns and expectations for interest rate cuts globally. EES

« In contrasts, oil prices were weaker as supply concerns from rising tensions in the Middle 2.0%
East were outweighed by concerns of slowing demand from China and potential OPEC+

supply increases in October. 1.0%
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Market Insights

Australia: RBA unlikely to commence a series of interest rate hikes

*  We expect growth to remain weak with consumption suppressed by high interest
rates and cost-of-living pressures.

+  We expect core inflation to decline at a slower pace compared to other developed
economies due to pressures in residential rental markets.

«  Whilst risk remains, we do not believe that the RBA will hike rates given the weak
growth backdrop. Rather we believe that it is more likely that interest rates have
peaked this cycle.

»  We favour Australian government bonds over cash with interest rates likely to have
peaked this cycle.

- -

International: Resilient but regionally divergent
+  We expect international economic growth to remain resilient but regionally divergent.

» Despite rising US recession concerns, we believe fundamentals have remained broadly
g unchanged and expect positive but slow growth for the US, supported by healthy
i corporate and consumer balance sheets.

*  We expect China’s growth to improve from its current slow pace, supported by
government policies, while growth in other emerging economies is expected to
remain strong as monetary policy eases.

*  We continue to favour emerging markets over developed markets due to their better
economic prospects and more attractive valuations.
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Market performance August 2024
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Market insights Performance

Asset class summary

Market performance 12 Months to August 2024
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Asset class

A Australian shares

» Australian Shares finished August higher, despite
volatility resulting from US recession fears
impacting investor sentiment.

* The Industrials sector performed well, supported
by companies like Brambles, which delivered
healthy earnings. In contrast, the Energy sector
performed poorly, especially Santos whose results
were impacted by weather-related production
disruptions and slightly higher than expected
costs.

A International shares

« International Shares delivered positive returns for
the month in AUD hedged terms, recovering from
an earlier decline as US recession concerns
reemerged then eased.

+ The Real Estate sector performed well, due to
rising expectations for US interest rate cuts, while
the Energy sector performed poorly following the
decline in oil prices.

* Among the regions, Japan underperformed in
local currency terms due to the appreciation of the
Japanese Yen, whilst US and European markets
performed better, delivering positive returns.

Market review

Market insights

Performance Asset class summary

A Fixed interest

International Government Bonds delivered positive
returns in response to weaker US employment data
and guidance of an imminent rate cut by the Fed.

Australian Government Bonds were supported, by the
international economic and market environment
despite the RBA warning that inflation remains too
high in Australia.

A Real Assets

The decline in government bond yields and rising
expectations for US interest rate cuts supported
International Listed Property and International Listed
Infrastructure results in August.

Australia Listed Property lagged, driven by Goodman
Group retracing, despite reﬁorting strong profit growth
due to demand for its warehouses and data centers.

Australian Direct Property delivered a small positive
return for June, driven by income returns.

Currency

The AUD appreciated against major currencies with the
RBA signaling caution against expectations for near
term interest rate cuts.

The appreciation was the most significant against the
US dollar as expectations for near term interest rate
cuts increased after comments by the Fed Chair about
the need for adjustments.
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Chart Constituents

Asset class
Australian Shares
Australian Small Caps
International Shares (UH)
International Shares (H)
International Small Caps (UH)
Emerging Markets Shares (UH)

Australian Direct Property (one
month lag)

Australian Listed Property
International Listed Property (H)

International Listed
Infrastructure (H)

International Credit (H)
Emerging Market Debt (UH)
Australian Government Bonds

International Government Bonds

(H)
Cash

Benchmark

S&P/ASX 300

S&P/ASX Small Ordinaries

MSCI World ex Australia

MSCI World ex Australia 100% Hedged
MSCI World Small Cap

MSCI Emerging Markets
MSCI/Mercer Australia Core Wholesale Monthly PFI

S&P/ASX 300 A-REIT
FTSE EPRA/NAREIT Developed Hedged

FTSE Global Core Infrastructure 50/50 Hedged

Bloomberg Global Credit
JP Morgan GBI EM Global Diversified Composite

Bloomberg AusBond Treasury 0+ year
Bloomberg Global Treasury Hedged

Bloomberg AusBond Bank Bill
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Net Index
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Hedged Return
Total Return

Total Return
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Total Return

Important notices

This document is issued by Mercer Investments (Australia) Limited ABN 66 008 612 397 AFSL 244385 (‘MIAL'). MIAL is a
wholly owned subsidiary of Mercer (Australia) Pty Ltd ABN 32 005 315 917 (‘Mercer Australia’). References to Mercer shall
be construed to include Mercer LLC and/or its associated companies. ‘MERCER' is a registered trademark of Mercer
Australia.

This document contains confidential and proprietary information of Mercer and is intended for the exclusive use of the
parties to whom it was provided by Mercer. Its content may not be modified, sold or otherwise provided, in whole orin
part, to any other person or entity, without Mercer’s prior written permission.

The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject to change
without notice. They are not intended to convey any guarantees as to the future performance to any MIAL Fund, asset
classes or capital markets discussed.

Information contained herein has been obtained from a range of third party sources. While the information is believed to
be reliable, Mercer has not sought to verify it independently. As such, Mercer makes no representations or warranties as to
the accuracy of the information presented and takes no responsibility or liability (including for indirect, consequential or
incidental damages), for any error, omission or inaccuracy in the data supplied by any third party.

MIAL is the Responsible Entity and issuer of interests in any MIAL Fund. Investors should be aware that the value of an
investmentin any MIAL Fund may rise and fall from time to time and that neither MIAL nor Mercer guarantees the
investment performance, earnings or return of capital invested in any MIAL Funds. Past performance does not guarantee
future results.

If you areinvesting in or considering an investment in any MIAL Fund, you should note that the information contained in
this document is generalin nature only, and does not constitute an offer or a solicitation of an offer to buy or sell securities,
commodities and/or any other financial instruments or products or constitute a solicitation on behalf of any of the
investment managers, their affiliates, products or strategies that Mercer may evaluate or recommend. It does not take into
account your personal needs and circumstances.

Before deciding whether to acquire, continue to hold or dispose of an investment, you should refer to the Product
Disclosure Statement (PDS) and Target Market Determination (TMD) (available at mercer.com.au/mercerfunds) before
making a decision about the product and consider seeking independent advice from a professional financial adviser. The
Financial Services Guide (FSG) for MIAL can be obtained via mercer.com.au/mercerfunds. Conditions, fees and charges
apply to MIAL Fund/s and may change from time to time.

Notes Where MIAL has appointed third party manager(s) as the investment manager of any MIAL Fund, the relevant investment

manager has consented to the statements pertaining to it in this document, in the form and context in which they appear
and has not withdrawn its consent as at the date this document was published.

* Currency: AUD. * UH: Unhedged. * H:Hedged.

 Net Index: Total Return
(Net Dividends Reinvested).

« Total Return: Total Return Index
with Gross Dividends.

 Where a lag exists, the performance

startand end dates shift accordingly. © Copyright 2024 Mercer Investments (Australia) Limited. All rights reserved.
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