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e Energy spike yet another headwind for equities

e Positive for Energy earnings, negative for many others

e Increasing probability of Federal Reserve tightening V
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The recent spike in energy prices is another headwind for the equity market. Oil is  Active Quantitative Equities

one of the biggest commodity inputs for production directly feeding into higher input
costs. The majority of companies will see rising cost pressures and margin
compression. Industries such as Transportation, Capital Goods, Utilities and Autos
are likely to be the most negatively impacted.

Figure 1: Recent Spike in Oil and Thermal Coal Prices
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Source: State Street Global Advisors, Factset as of 20 October 2021. This information should not be considered a recommendation to buy or sell any
security or sector shown. It is not known whether the securities or sectors shown will be profitable in the future. Past performance is not a reliable indicator of
future performance. Index returns are unmanaged and do not reflect the deduction of any fees or expenses.



Market Insight | October 2021

Positive for Energy Earnings, Negative for Many Others

Figure 2 highlights the sector performance over the period in which the energy price has spiked. The obvious
winners are the energy producers and energy service companies. The Energy sector has massively outperformed
up 18% in the last 45 days. Earnings expectations have improved by 10.6% over the same period. Financials and
Discretionary sectors have managed to generate positive returns but the rest have seen negative returns over this
period. The MSCI World Index is also down 1.2% over this period. With reporting season just beginning in the
United States it will be interesting to see if inflation continues to remain a key concern for corporate earnings and

margins.

Figure 2: Sector Returns and Earnings Revisions During the Recent Spike in Energy
Prices
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Source: State Street Global Advisors, Factset as of 15 October 2021. This information should not be considered a recommendation to buy or sell any
security or sector shown. It is not known whether the securities or sectors shown will be profitable in the future. Past performance is not a reliable indicator of
future performance. Index returns are unmanaged and do not reflect the deduction of any fees or expenses.

Other than Energy all other sectors have seen muted changes to the expected earnings for the next 12 months.
The Materials and Utilities sectors have both seen downgrades during this energy price spike. The materials
sector is generally more related to expectations for a slowing Chinese economy more to do with concerns over
the Evergrande Group crisis and potential spill over effects into the broader economy. Within China the
constrained energy supply has also impacted expectations for growth within some industries. Generally speaking
we would expect to see a negative impact on the consumer spending as higher transportation costs and higher
cost of goods and services impacts weekly budgets.

Rising Energy Prices Increases Chance of Tightening

The increase in inflation in 2021 has been an increasing concern for investors and now the spike in energy prices
adds to this concern. Not surprisingly investors are now pricing a greater chance of tightening in the United States.
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Figure 3 below provides an insight into the market’s changing expectations for short term interest rates in the United
States. Since the start of September 2021 to 20th of October investors are pricing an extra 30 basis points of
tightening by the end of 2022, and extra 46 basis points of tightening by the end of 2023. Whilst these may be
modest increases in expectations for higher short term interest rates they do represent another headwind to the
equity market and a change from the current pandemic regime policy settings.

Figure 3: Implied US Short Term Interest Rates for the End of 2022 and the End of
2023
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Source: State Street Global Advisors, Factset as of 15 October 2021. Past performance is not a reliable indicator of future performance. Index returns are
unmanaged and do not reflect the deduction of any fees or expenses

The Bottom Line

Equity markets are continuing to show remarkable resilience in the face of increasing head winds. The recent spike
in Energy is yet another concern for equities both in terms of earnings and margins but equally in terms of the ever
increasing likelihood of tighter monetary policy down the road.
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Important Disclosures

Issued by State Street Global Advisors, Australia, Limited (AFSL Number 238276, ABN 42 003 914 225) (“SSGA Australia”). Registered
office: Level 14, 420 George Street, Sydney, NSW 2000, Australia - Telephone: +612 9240-7600 - Web: ssga.com.

The views expressed in this material are the views of the SSGA Australian Active Quantitative Equity Team through the period ended 20
October 2021 and are subject to change based on market and other conditions. The information provided does not constitute investment
advice and it should not be relied on as such. All material has been obtained from sources believed to be reliable, but its accuracy is not
guaranteed. This document contains certain statements that may be deemed forward-looking statements. Please note that any such
statements are not guarantees of any future performance and actual results or developments may differ materially from those projected.

Investing involves risk including the risk of loss of principal. Risk associated with equity investing includes stock values which may fluctuate
in response to the activities of individual companies and general market and economic conditions. This communication is not intended to
promote or recommend the use of options or options trading strategies and should not be relied upon as such.

The MSCI World Index is a trademark of MSCI Inc.

Source: MSCI. The MSCI data is comprised of a custom index calculated by MSCI for, and as requested by, SSGA. The MSCI data is for
internal use only and may not be redistributed or used in connection with creating or offering any securities, financial products or indices.
Neither MSCI nor any other third party involved in or related to compiling, computing or creating the MSCI data (the “MSCI Parties’) makes
any express or implied warranties or representations with respect to such data (or the results to be obtained by the use thereof), and the
MSCI Parties hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fithess for a particular
purpose with respect to such data. Without limiting any of the foregoing, in no event shall any of the MSCI Parties have any liability for any
direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such damages.

Investing in futures is highly risky. Futures positions are considered highly leveraged because the initial margins are significantly smaller than
the cash value of the contracts. The smaller the value of the margin in comparison to the cash values of the futures contract, the higher the
leverage. There are a number of risks associated with futures investing including but not limited to counterparty credit risk, basis risk, currency
risk, derivatives risk, foreign issuer exposure risk, sector concentration risk, leveraging and liquidity risks.

This document may contain certain statements deemed to be forward-looking statements. All statements, other than historical facts, contained
within this document that address activities, events or developments that SSGA expects, believes or anticipates will or may occur in the
future are forward-looking statements. These statements are based on certain assumptions and analyses made by SSGA in light of its
experience and perception of historical trends, current conditions, expected future developments and other factors it believes are appropriate
in the circumstances, many of which are detailed herein. Such statements are subject to a number of assumptions, risks, uncertainties, many
of which are beyond SSGA’s control. Please note that any such statements are not guarantees of any future performance and that actual
results or developments may differ materially from those projected in the forward-looking statements. This material is general information
only and does not take into account your individual objectives, financial situation or needs and you should consider whether it is appropriate
for you.

There is no representation or warranty as to the current accuracy of, nor liability for, decisions based on such information.

The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third parties without
SSGA Australia’s express written consent.
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