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Where are we in the economic cycle?

Phases of the business cycle
US output gap, % of potential GDP
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Yield curve continues to flash caution on the economic cycle

Historically, an inverted yield curve has been a good predictor of recession
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US economy has been more resilient than most had expected

Inflation surprise has now turned negative for most regions

Economic Surprise
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US banking stress — deposit outflows appear to have stopped

Fed emergency program take up has stalled

US commercial bank deposits
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European credit impulse points to further weakness

Economic Surprise is now at recession levels

Euro-area: 6 month credit impulse % of GDP
loans to households and business adjusted for sales and securitisation
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China’s economy is struggling

More stimulus is going to be required

Chinaretail sales (moving annual total)
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Japan domestic demand is picking up

Domestic spending is picking up on reopening, trade balance is improving (partly due to lower
energy bills), tourism is rebounding
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BoJ are likely to keep making changes to policy

Japan, Economic Surveys, Bank of Japan, Bond Market Survey, Bond Market

Functioning, Overall, Diffusion Index, Current Situation
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Australian economy will continue to slow, but should skirt
recession

Consumer is feeling the pinch, the labour market should start to loosen over the next 6 months

Australia, Consumer Surveys, Melbourne Institute, Consumer Sentiment Index, Australia, Unemployment, Total, Rate, SA
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We are at or very close to peak cash rates

Market pricing tends to agree

Central Bank Current Market Amount above r*
Expected Peak at market implied peak

5.375% 5.50% 297 bps
ECB 3.75% 3.81% 206 bps
BOE 5.25% 5.83% 318 bps
BOC 5.00% 5.20% 270 bps
RBA 4.1% 4.17% 117 bps
RBNZ 5.5% 5.60%

Source: Refinitiv Datastream, August 25 2023. The amount above r* calculations are based on Russell Investments’ internal estimates of r* for each region.
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Al has been the driving force for 2023

The magnificent seven have accounted for 70% of the gains this year
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Equity sentiment has moved from overbought to neutral

Composite Contrarian Indicator
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Quality factor stands out as attractive in our CVS analysis
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Market is quite short Treasuries

Some of this can be explained by hedge funds taking advantage of basis trades, but nevertheless
positioning seems one-sided

CFTC All Treasury Non-commercial Net Longs (% Ol)
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Hard to get excited about credit spreads at these levels

US High Yield and Investment Grade Credit Spreads
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We have moved into the yen on the recent sell-off

Valuation looks attractive and sentiment is very one-sided

USDJPY PPP
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We think AUD can reach 70 cents In next 6-12 months

Added some exposure at 63 cents recently

10Y Bond yield spread and AUD
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Looks modestly cheap relative to PPP and also to a fair value
based on industrial metals and rates
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We are here to help

Meet the Russell Investments Team

Neil Rogan

Managing Director,

Head of Adviser and Intermediary Solutions

Phone: +61 2 92295131
Email: nrogan@russellinvestments.com

Ross Nayler
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.
Regional Manager— WA/SA/NT
Phone: +61 2 9229 5135

Mobile: +61 481 001 496
Email: rnayler@russellinvestments.com

Leo Feldman

Director,

Head of Key Accounts and Platforms
Phone: +61 2 9229 5331

Email: Ifeldman@russellinvestments.com

Sam Sullivan

V/

Regional Manager — NSW/ACT

Phone: +61 2 92295134

Mobile: +61 447 185 638

Email: sullivan@russellinvestments.com

Nathan Roberts

Regional Manager— QLD

Phone: +61 2 9229 5133

Mobile: +61 499 200 717

Email: nroberts@russellinvestments.com

Terry Tyrrell

Regional Manager — NSW/ACT

Phone: +61 2 9229 5360

Mobile: +61 419 264 276

Email: ttyrrell@russellinvestments.com
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Peter Poulopoulos
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Regional Manager — VIC/ TAS

Phone: +61 3 9270 8138

Mobile: +61 407 000 716

Email: ppoulopoulos@russellinvestments.com
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Important information and disclosures

Issued by Russell Investment Management Ltd ABN 53 068 338 974, AFSL 247185 (RIM). This document provides general
information only and has not been prepared having regard to your objectives, financial situation or needs. Before making an
investment decision, you need to consider whether this information is appropriate to your objectives, financial situation or

needs. This information has been compiled from sources considered to be reliable, but is not guaranteed. This document is

not intended to be a complete statement or summatry.
To the extent permitted by law, no liability is accepted for any loss or damage as a result of reliance on this information.

This material does not constitute professional advice or opinion and is not intended to be used as the basis for making an

investment decision.

This work is copyright 2023. Apart from any use permitted under the Copyright Act 1968, no part may be reproduced by any

process, nor may any other exclusive right be exercised, without the permission of Russell Investment Management Ltd.
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