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e |tis Likely You Will Need to Prepare for a More Normal
Equity Market in 2022

e Sector heatmap highlights longer term mean reversion

e Expensive growth companies feel the heat of higher rates
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The last few years have been so atypical you can be forgiven if you need a refresher
on normal. Figure 1 below places the recent equity market returns against the 25
year average. In the last 3 years global equity market returns have averaged
+18.4% per annum which is 3 times the average 6.1% return per annum
experienced over the last 25 years. As Government and Central Bank pandemic
policy settings begin to unwind investors should readjust their expectations for less
bullish returns and a few bouts of volatility.

Figure 1: MSCI World Index Annual Returns (AUD) for the Last 25 Years
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Source: State Street Global Advisors, Factset, Annual returns for the MSCI World Index in AUD terms for the last 25 years as of 31 December 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.
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Sector Heatmap Highlights Longer Term Mean Reversion

In figure 2 below we highlight the divergent sector performance over the last 25 years as well as the recent
extremes. Not surprisingly the technology and consumer discretionary sectors have generated the largest returns
in the last 3 years. More importantly the heatmap shows that no sector remains positive consistently. Often a
period of outperformance is followed by a period of underperformance and vice versa.

Figure 2: MSCI World Sector Return Heatmap

Defensive Cyclical
Year Cg?:;renser Telecom HCe;I‘tah Utilities D?;(c);?:tlij gr]gry Financials  Materials Industrials  Energy  Technology
1997 50% 49% 65% 34% 31% 43% 8% 23% 43% 49%
1998 28% 59% 44% 28% 32% 18% 4% 13% 9% 78%
1999 -22% 34% -17% -20% 23% 0% 18% 18% 12%
2000 28% -31% 48% 41% -11% 28% 0% 15% 23% -31%
2001 -2% -20% -71% -18% -3% -11% 1% -10% -1% -24%
2002 -13% -37% -26% -26% -30% -25% -15% -30% -17% -44%
2003 -14% -8% -12% -7% 1% 1% 6% 2% -8% 10%
2004 6% 10% 1% 19% 9% 10% 11% 13% 20% -2%
2005 11% -6% 15% 17% 7% 16% 25% 18% 35% 11%
2006 10% 19% 1% 22% 11% 13% 17% 9% 8% 1%
2007 4% 6% -8% 6% -14% -20% 18% 2% 14% 3%
2008 -5% -19% -3% -14% -28% | -44% | -38% -30% -24% -30%
2009 -8% -16% -10% -21% 6% -1% 23% -4% -5% 17%
2010 -3% -8% -12% -16% 8% -10% 5% 6% -4% -4%
2011 6% -4% 7% -7% -6% -21% -21% -10% -2% -3%
2012 9% 0% 14% -3% 21% 24% 8% 12% -2% 11%
2013 38% 47% 55% 26% 59% 44% 17% 50% 34% 48%
2014 15% 4% 27% 22% 12% 10% 2% 8% -6% 25%
2015 17% 12% 18% 2% 17% 6% -7% 8% -16% 17%
2016 0% 3% -8% 3% 2% 10% 21% 11% 23% 11%
2017 6% -5% 9% 2% 13% 11% 17% 14% -5% 27%
2018 -2% -4% 12% 10% 4% -10% -10% -7% -9% 7%
2019 20% 26% 22% 19% 25% 22% 20% 26% 8% 46%
2020 -4% 11% 2% -7% 23% -13% 7% 0% -40% 30%
2021 18% 20% 26% 14% 24% 33% 20% 22% 43% 37%

Source: State Street Global Advisors, Factset, Annual returns for the MSCI World GICS sectors for the last 25 years as of 31 December 2021. Sectors and
Weights are as at the date indicated, are subject to change, and should not be relied upon as current thereafter. This information should not be considered a
recommendation to invest in a particular sector or to buy or sell any security shown. It is not known whether the sectors or securities shown will be profitable in
the future.

The heat map is a timely reminder to have a diversified portfolio and to take some profits after excessive windfall
gains.

Expensive Growth Companies Feel the Heat of Higher Rates

As the economy has rebounded and inflation has been surprising on the upside we have seen investors reprice
longer term interest rates higher. As this has been occurring the growth companies, especially the expensive
growth companies, have tended to underperform. See figure 3 below, which highlights the underperformance of
the MSCI World Growth Index. The relationship is partly due to the longer duration cashflows of these companies,
partly due to rising rates reducing the speculative elements in the market and partly due to the improving prospects
of many other companies.
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Figure 3: Higher Longer Term Interest Rates have Coincided with Expensive Growth
Underperformance

2.% 1.95
1.% 17
0.% i =
c 1% 1.55 €
3 -2% @
S 5o 1.35 @
S =
-4.% 1.15 ¢,
% 0.95 D
-6.% '
-7.% 0.75
o — - - — — — — — — — N
AN N N N AN AN AN AN AN AN AN AN
o o o o o o o o o o o o
o o o o q o R o o o o o
N — N ™ <t © N~ (e} (o2} o i -
— o o o o o o o o i i o

==\ SC| Growth Index vs MSCI World Index = JS 10 Year Yield

Source: State Street Global Advisors, Factset as of 20 January 2022. Relative performance of the MSCI World Growth Index calculated by MSCI World
Growth Index relative to MSCI World Index. 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 — Less Bullish, More Volatility and Continued Rotation

As the pandemic policy settings are unwound we should expect equity market returns to return more in line with
history — think single digits with bouts of volatility. As economic activity normalises and inflation and interest rates
rise we continue to see investors rotation from expensive growth to value. The most expensive parts of the market
are the most vulnerable to this change in the market environment.
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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
January 2022 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. Equity securities may fluctuate in value and can decline significantly in response
to the activities of individual companies and general market and economic conditions. Investing in foreign domiciled securities may involve
risk of capital loss from unfavorable fluctuation in currency values, withholding taxes, from differences in generally accepted accounting
principles or from economic or political instability in other nations.

The "Value" style of investing that emphasizes undervalued companies with characteristics for improved valuations, which may never
improve and may actually have lower returns than other styles of investing or the overall stock market.

“A “quality” style of investing emphasizes companies with high returns, stable earnings, and low financial leverage. This style of investing is
subject to the risk that the past performance of these companies does not continue or that the returns on “quality” equity securities are less
than returns on other styles of investing or the overall stock market.

Standard & Poor's and S&P are registered trademarks of Standard & Poor's Financial Services LLC ("S&P") and Dow Jones is a registered
trademark of Dow Jones Trademark Holdings LLC ("Dow Jones") and have been licensed for use by S&P Dow Jones Indices LLC and
sublicensed by SSGA. The S&P indices are a product of S&P Dow Jones Indices LLC and have been licensed by SSGA. State Street
Australian Equity Fund is not sponsored, endorsed, sold or promoted by S&P Dow Jones Indices LLC, Dow Jones, S&P, their respective
affiliates, and none of S&P Dow Jones Indices LLC, Dow Jones, S&P, nor their respective affiliates make any representation regarding the
advisability of investing in such product(s).

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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