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Monthly Macro Economic Update thinkcell

Investors seem more confused than ever as we approach the halfway mark of 2023.
Those who were bearish at the beginning of the year suffered opportunity costs, mainly
due to the strong performance of technology shares. Respected research houses are
now predicting a significant decline in inflation in the USA during the year's second half,
resulting in lower treasury bond yields and higher equity prices. Goldman Sachs has
raised its target for the S&P 500 to 4600 by year-end. These changes in forecast sharply
contrast with those at the start of the year, where some 500 Wall Street strategists
forecast a collapse in earnings for 2023, projecting a level of 3300 for the S&P 500.

A recession in 2023 and a pivot by the Fed later this year were widely anticipated.

So, why were the experts so wrong, and what could change in the year's second half
compared to current expectations?

The answer is quite complex, so let's break it down. The story begins in 2020, when the
world began to grapple with the impact of Covid-19. Central banks injected substantial
amounts of money into the economy, with the Fed injecting around $2.5 trillion. Most
consumers saved these newly printed dollars as they adjusted to life under lockdown.
Prices of scarce items started to rise due to supply constraints. Still, the Federal Reserve
viewed these price increases as temporary, focusing more on avoiding a severe

recession caused by supply and demand shocks.

FSP No. 7833




| 151
Chart 1 - US Yield Curve thinkcell

POWELL'S FAVORITE RECESSION INDICATOR PUSHES FURTHER INTO NEGATIVE TERRITORY

"~ T MACROBOND

Rising prices were further exacerbated by the invasion of Ukraine, which sent energy
markets soaring and resulted in Europe experiencing inflation rates exceeding 10% for the

first fime in decades.

The Fed finally responded to the threat of higher inflation by gradually raising rates,

pushing the US yield curve (chart 1) into negative territory for the first time since 2006.

Economists interpreted this as a signal that the US was heading towards a recession, with
some predicting a significant drop in earnings for the S&P. As a result, bond yields in the US
declined, with investors seeking safe haven assets and many avoiding equity exposure due
to downside risks. However, as often happens, equity indices delivered exceptional returns

over six months, with Nasdaq the stand out. 2
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Chart 1 - US Yield Curve thinkcell

But where did this surge in equity prices come from? The simple answer is abundant

liquidity, low volatility and a resilient US economy.

In their efforts to support consumers during the Covid-19 pandemic, central banks
injected vast amounts of liquidity into the system. Most of this liquidity remained as
excess reserves on bank balance sheets. When banks have excess reserves, they
place them back with the Fed through the reverse repurchase agreement (reverse

repo - chart 2) market.

The Fed pays banks an interest rate based on how eager they are to accept these
excess reserves. Notably, the reverse repo market structure was modified in March
2020 to accommodate higher demand from banks as compared to previous years.
While the media tends to focus on the Fed Funds rate, less attention is given to the

repo market.




Chart 2 - US Federal Reserve Reverse Repo Rate

REVERSE REPO 0/N HITS ALL TIME HIGH
Federal Reserve Bank of New York (TOMO)

USD, trillion
2.50

2.25
1.99 trillion
1.75
1.50
1.25
1.00
0.75

0.50

ﬁ 0.25
T 1 1

0.00
2019 2020 2021 2022 2023
= Linited States, Reverse Repo, Federal Reserve Bank of New York, Fed Temporary Open Market Operations (TOMO), Total Accepted, Settlement Days: 0, O/N, USD
MACROBOND

The Fed Funds rate is the interest rate at which depository institutions lend

reserve balances to other institutions overnight without collateral.

In contrast, the reverse repo rate is the inferest rate at which the Federal
Reserve lends overnight reserve balances to depository institutions with

collateral.
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thinkcell

The difference between these rates is significant because
the Fed can manage liquidity flows by adjusting the repo
rate relative to the funds' rate. A higher repo rate
encourages banks to place their excess reserves risk-free
with the Fed.

So, how does this relate to higher equity prices?

Excess liquidity needs to find investment opportunities.
As bond vyields in the US fell due to lower inflation
expectations and slower economic growth expectations,

financial conditions became "easier."
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Chart 2 - US Federal Reserve Reverse Repo Rate

These favourable financial conditions created a conducive environment for
long-duration assets to perform well. However, this performance has been
concentrated in under 20 stocks (chart 3), with the other 480 stocks in the S&P

500 remaining relatively flat for the year.

The message from the equity market is clear: the economic conditions for these

480 stocks are not as favourable as for the large tech companies.

Key macroeconomic indicators in the US, such as industrial production,
manufacturing activity, new loan origination, and housing prices, all point to a

downward trend.

Consumer-related statistics, such as factory orders, inventory levels, and retail
sales, are currently holding up. However, higher interest rates will likely impact
consumer behaviour in the coming months. Therefore, the broader backdrop
for equities is unfavourable, and improvements are not expected over the next

six months.
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Chart 3 — Stock Concentration in the S&P 500

Can the equity rally be sustained, and are we entering a

new bull market?

It appears unlikely that equity prices will continue to rise
over the next six months unless there is a shift in the
breadth of the equity market. Market breadth depends
on both earnings and valuation. While valuations are
more aftractive for the broader market, earnings
forecasts remain weak due to the deteriorating macro

environment.

Additionally, liquidity plays a crucial role in market
breadth. We must consider the US debt ceiling, treasury
notes, the General Treasury Account, Fed policy, and
the repo market to understand the liquidity situation.
Before the debt ceiling was lifted in late May, the US
Treasury had no capacity to borrow, thus depleting its
General Treasury Account from around $1 frillion to as

low as $50 billion.
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LARGEST STOCKS ARE DRIVING THE CURRENT S&P RALLY
Source: S&P Global

January February March April May June
2023
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Now that the debt ceiling has been raised, the US Treasury needs to replenish its funds. Treasury Secretary Yellen plans to issue approximately $450
bilion by the end of June and another $650 billion by the end of September, primarily through short-term treasury notes to fund government
expenditures and maintain a reserve. However, with short-term rates expected to rise as the Fed considers additional rate hikes, market participants
may hesitate to invest in treasuries, fearing potential losses if rates increase. Logically, banks and money market funds prefer to keep their money at

the Fed through the repo market.

If the Fed aims to further drain liquidity from the system by adjusting the terms of the repo market, the window may not remain open. As treasury yields
rise, particularly for short-dated paper, the trade-off between higher yields on treasury notes and the overnight repo rate may entice funds and banks

away from the repo market.

Over the past month, we have observed decreased repo activity (chart 2), indicating that banks and money market funds may be shifting their
focus. The significance of this shift is that while money invested in repos remains within the system, money invested in freasury notes "leaves" the system
as banks pay for these notes using their excess reserves. Less liquidity translates to less support for risk assets such as equities, especially when market

breadth is narrow.

With liquidity likely to tighten, what will happen to bond yields? The answer to this question is less specific. Our understanding of why the Fed is still
discussing rate hikes despite the expected decline in headline inflation lies in core inflation and excess liquidity. As mentioned earlier, excess liquidity
still needs to be drained from the system. Since the current rate hike cycle began, core inflation has also remained stubbornly high, leading the Fed
to maintain a consistently hawkish stance. Core inflation is partly influenced by a fight labour market with low unemployment rates. The Fed needs to

see a significantly softer labour market before reconsidering its stance on core inflation. Reaching a real Fed Funds rate of around 1.5% will fake time.
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Chart 3 — Stock Concentration in the S&P 500 thinkcell

Are the risks skewed to the downside?

We believe so. Our base case scenario is that liquidity will
tighten in the second half of the year due to softer economic
conditions in the US, driven by higher rates, a weaker labour

market, and declining manufacturing activity.

US bond yields may soften as the dollar weakens further during
the second half. In our view, the environment is not conducive

to a significant risk-on position.
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Portfolio Performance & Attribution thinkcell

As shown in chart 4 below, asset class returns have favoured a risk on asset exposure.
This has been confrary to most commentators' positioning, which has been highly
defensive. Chart 5 reflects the rather dramatic turnaround in sector returns over the

past quarter compared to 2022.

35%
30%
25%
20%
15%
10%

5%

l.,.;'

LA ARREIR RS % 55 5 s -

0%

m.;_'.wra 11354 PR ‘lf.l!il B
THan BT LT AR LT
. ”I i ’ e ";' );_LJ CLALESARC
- T T T T T T T T T T T T S - - r 1L v s b 1354 J
Aug '22 Sep Oct Nov Dec Jan '23 Feb Mar Apr Mary Jun Jul 1. & ’l' R i U S ,’.’ﬁ- L 42 T
» TR -y
MSCI'World TR in ZA [27.74%] | t'l‘ 7 N | >

" oA
B B- FTSE/MSE All Share GTR in ZA [25.20%]
B C-AlBond GTR in ZA [11.33%]

B D - STeFiin ZA [6.89%]

TR e T ] |8
_'NW\W : lﬂ!lr i 13118 T
TTIOERREARETIT T 2

il
B

14j07j2022-14/07/2023 Data from FE fundinfo2023

Lty -
AT

9




Chart 5 — Sector Returns

S&P 500 Sector Annual Performance Ranking

Rank

2016

Energy
24 %

Financials
20 %

Comm.
Services
18 %%

Industrials
16 %%

Materials
14 %%

Information
Technology
12 %
Consumer
Discretionary
4.3 9%
Consumer
Staples
2.6 9%
Real Estate

0.00

Health Care
-4.4 9%

2017

Information
Technology
37 %%

Materials
21 %

Consumer
Discretionary
21 %%

Financials
20 %%

Health Care
20 %%

Industrials
19 %%

Consumer
Staples
10 %

Energy
-3.8 %

Comim.
sServices
-6 %

2018

Health Care

4.7 %

Consumer

Discretionary

-0.49 %

Information

Consumer

Staples
-11 %

Financials
-15 %

Industrials
-15 %

Comim.
services
-16 %

Materials

2019
Information

Services
31 %

Financials
29 %%

Industrials
27 %%

Consumer
Discretionary

Consumer
Staples
24 %

Materials
22 %%

Health Care
19 %%

Energy
7.6 %

2020

Information
Technology
42 %
Consumer
Discretionary

32 %
Comm.
Services

22 %

Materials
18 %%

Health Care
11 9%

Industrials
9 0%
Consumer

Staples
7.6 %

Financials
-4.1 %

2021

Energy

Information
Technology
33 %

Financials
33 %%

Materials
25 %%

Health Care
24 %%

Consumer
Discretionary
24 %
Comim.
Services
21 %

Industrials
19 %%
Consumer
Staples
16 %

2022

Energy
59 %

Consumer
Staples
-3.2 %%

Health Care
-3.6 %%

Industrials
-7.1 9%

Financials
-12 %

Materials
-14 %

Information
Technology
-29 %
Consumer
Discretionary
-38 %
Comim.
sServices
-40 %o

Services
40 %
Consumer
Discretionary
36 %%

Industrials

Consumer
Staples
0.050 %
Financials
-0.044 9%

Health Care
-3.2 %

/-—-.
MACROBOND

5]

thinkcell

10

FSP No. 7833



BRENTHURST WORLDWIDE FLEXIBLE FUND

1 1;!.,...

AS REFLECTED IN THE CHARTS BELOW THE FLEXIBLE FUND HAS OUTPERFORMED ITS
BENCHMARK OVER THE MEASUREMENT PERIOD.

The key contributor to performance was the Brenthurst Global IP Opportunity

Fund with the largest defractor the Sygnia Health Innovation Fund.

This fund carries the smallest active weight in the flexible fund.

o |

Jurig
BRENTHURST

THE HOME OF WEALTH

11



M

BRENTHURST BClI WORLDWIDE FLEXIBLE FUND
SIS EIG] S : MI-PLAN

Asset Management
Retirement Partners | Analytics

Investment Growth

Time Period: 2023/04/01 to 2023/06/30 Abso,ute Returns

Currency: South African Rand ~ Source Data: Total Return
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Relative Geometric Performance

Time Period: 2023/04/01 to 2023/06/30 Relative Returns

Currency: South African Rand  Source Data: Total Return  Calculation Benchmark: (ASISA) Wwide MA Flexible
2.5%
2.3%
2.0%
1.8%
1.5%
1.3%
1.0%
0.8%
0.5%

0.3%

00% ASISA WW Flexible

2023/04 2023/05 2023/06

Brenthurst BCI Worldwide Flexible FoF A 2.0% === (ASISA) Wwide MA Flexible 0.0%

12

Source: Morningstar: Data up to 30 June 2023



BRENTHURST WORLDWIDE FLEXIBLE FUND — RETURN CONTRIBUTION

= largest holding, Global IP Opportunity, was the biggest contributor to

performance for the quarter: large impact.

= Following closely behind Global IP Opportunity was Sygnia 4th
Industrial Revolution, Ninety One Global Franchise, Merchant West SC
Global Equity FF and Nedgroup Inv Core Global FF with strong

outperformance relative to the WW Flexible sector.

= The Sygnia Skeleton Worldwide Flexible fund with a tilt towards SA
asset classes underperformed the WW Flexible sector-impact on the
fund was relatively small as outperformance from other constituents

offset this.

= As Q2 2023 was a risk-on quarter, the Milan IP Enhanced Income and
Stanlib Global Bond FF funds underperformed the WW Flexible sector

in this environment. Small weight in Fo: small impact.

M

MI-PLAN

Asset Management
Retirement Partners | Analytics

Contribution to Returns — 2023 Q2
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m Excess Return  m Contribution to return Contribution to relative return

Weight
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15.0%

10.0%

0.0%
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Source: Morningstar. Data from 1 April 2023 up to 30 June 2023.

Excess return: Fund return for the quarter — ASISA WW Flexible return for the quarter.
Contribution to return: Weight of fund x Absolute return for quarter.

Contribution to relative return: Weight of fund x Excess return for the quarter.
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BRENTHURST BALANCED FUND

As the charts (page 15) reflect, the Balanced Fund lagged its benchmark slightly
over the measurement period. Funds with relatively large foreign exposure

outperformed the ASISA High Equity sector.

Global IP Opportunity and Ninety One Global Franchise have generated the
largest outperformance albeit at relatively small allocations within the FoF. As Q2
2023 was a risk-on quarter, the MiPlan IP Enhanced Income underperformed the

High Equity sector in this environment.

Funds with large SA equity exposure underperformed the High Equity sector and
contfributed negatively to returns, specifically Merchant West (previously
Counterpoint), which was 10% of the fund. Merchant West was removed from the
fund in mid-May. Merchant West, Obsidian and 360NE’s performance was offset
by SA MA.

14



BRENTHURST BCI BALANCED FUND MI-PLAN

Asset Management
Retirement Partners | Analytics
Investment Growth
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BRENTHURST BCI BALANCED FUND — RETURN CONTRIBUTION

Funds with relatively large foreign exposure outperformed
the ASISA High Equity sector.

Global IP Opportunity and Ninety One Global Franchise
have generated the largest outperformance albeit at

relatively small allocations within the FoF.

As Q2 2023 was a risk-on quarter, the MiPlan IP Enhanced
Income underperformed the High Equity sector in this

environment.

Funds with large SA equity exposure underperformed the
High Equity sector and contributed negatively to returns,
specifically Merchant West (previously Counterpoint),
which was 10% of the fund. Merchant West was removed
from the fund in mid-May. Merchant West, Obsidian and
360NE's performance was offset by SA MA High Equity
funds, NinetyOne Opportunity and Nedgroup Inv Core

Diversified and the foreign funds mentioned previously.
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MI-PLAN

Asset Management
Retirement Partners | Analytics

Contribution to Returns

13.0%

8.0%

3.0%

-2.0%

Cumulative Return

14.9% 14.9% 14.0%

12.0%

-7.0% 7.5% 7.6% 6.9% 6.9% 7.5% 7.5%

0.0%
-12.0%
MI-PLAN IP  Obsidian SCI  Global IP Ninety One Fairtree
Enhanced BalancedBl Opportunity GSFGIb Frchs Equity
Income B6 B5 | Acc USD*  Prescient B5*

Managed R Core Equity H*  Opportunity G Balanced B
Diversified B2

AL*
m Contribution to return

m Excess Return Contribution to relative return Weight
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Value Fund

50.0%
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35.0%
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10.0%

5.0%

0.0%
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Source: Morningstar. Data from 1 April 2023 up to 30 June 2023 (excluding that for Merchant West SCI Value which is from 1 April 2023 to 23 May 2023).
Excess return: Fund return for the quarter — ASISA South Africa MA High Equity return for the quarter.

Contribution to return: Weight of fund x Absolute return for quarter.

Contribution to relative return: Weight of fund x Excess return for the quarter.

*Mid-May Fund Changes: Removed Merchant West SCI Value and increased Ninety One Global Franchise, Fairtree Equity and 360NE BCI SA Equity.
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BRENTHURST CAUTIOUS FUND

As the charts below reflect, the Balanced Fund has matched its benchmark

over the measurement period.

Funds with relatively large foreign exposure outperformed the ASISA Low Equity
sector. Satrix MSCI World, Global IP Opportunity and Ninety One Global
Franchise have generated the largest outperformance albeit at relatively small

allocations within the FoF.

Low equity funds, Nedgroup Inv Core Guarded and Ninety One Cautious
Managed (with high foreign exposure) also contributed positively to
performance as they outperformed the Low Equity sector, offsetting
performance from Obsidian SCI Balanced and Fairtree Equity Prescient with
larger SA Equity exposure. As Q2 2023 was a risk-on quarter, the MiPlan IP
Enhanced Income fund underperformed the Low Equity sector in this
environment. Funds with longer bond duration exposure (Prescient Flexible
Bond) underperformed both the Low Equity sector and income fund due to

continued rise in interest rates in South Africa.
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BRENTHURST BCl CAUTIOUS FUND MI-PLAN

Asset Management
Retirement Partners | Analytics

Investment Growth

Time Period: 2023/04/01 to 2023/06/30 Absolute Returns

Currency: South African Rand Source Data: Total Return
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BRENTHURST CAUTIOUS FUND — RETURN CONTRIBUTION

Funds with relatively large foreign exposure outperformed the

ASISA Low Equity sector.

Satrix MSCI World, Global IP Opportunity and Ninety One Global
Franchise have generated the largest outperformance albeit at

relatively small allocations within the FoF.

Low equity funds, Nedgroup Inv Core Guarded and Ninety One
Cautious Managed (with high foreign exposure) also contributed
positively to performance as they outperformed the Low Equity
sector, offsetting performance from Obsidian SCI Balanced and

Fairtree Equity Prescient with larger SA Equity exposure.

As Q2 2023 was a risk-on quarter, the MiPlan IP Enhanced Income

fund underperformed the Low Equity sector in this environment.

Funds with longer bond duration exposure (Prescient Flexible
Bond) underperformed both the Low Equity sector and income

fund due to continued rise in interest rates in South Africa.
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Asset Management
Retirement Partners | Analytics
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Source: Morningstar. Data from 1 April 2023 up to 30 June 2023.

Excess return: Fund return for the quarter — ASISA South Africa MA Low Equity return for the quarter.
Contribution to return: Weight of fund x Absolute return for quarter.
Contribution to relative return: Weight of fund x Excess return for the quarter.
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BRENTHURST STRENGTHENS TIES WITH

TONY BELL & MI-PLAN

Brenthurst Wealth has appointed Mi Plan and Thinkcell to provide joint advisory services on its range of

funds, effective November 2022

With his extensive expertise, Tony Bell, Chief Investment Officer at ThinkCell, will collaborate closely
with our internal investment committee and the team at MiPlan to ensure optimal asset allocation and
fund selection based on thorough research, benefiting the construction of client porffolios and

delivering superior investment services and solutions to our valued clients.

. The renowned Mi Plan / Bell Team will now provide advisory services to Brenthurst Wealth, specifically on
m fund selection within the Brenthurst fund of funds range.

»
-

Award-winning fund manager and investment
officer of ThinkCell joins Brenthurst Wealth as
a consulting investment advisor. Brenthurst BCl Worldwide Flexible Fund of Funds.

This includes the Brenthurst BCl Balanced Fund of Funds, Brenthurst BCl Cautious Fund of Funds and

Bell's successful management of the Global IP Opportunity Fund for Brenthurst clients via Mi Plan spans seven years, showcasing an exceptional track

record, earning the prestigious Raging Bull Award in the Global Multi-Asset Flexible category in 2021
Furthermore, their management of the Mi Plan IP Global Macro Fund has garnered nine awards, including seven consecutive Raging Bull Awards from

2016 to 2022, setting an industry milestone. 20



BRENTHURST STRENGTHENS TIES WITH

TONY BELL & MI-PLAN

Bell says consistent top-quartile perfformance cannot be achieved by only running valuation models. His differentiation in managing portfolios

is seeing numbers as pictures, referred to as second-order thinking, as opposed to trying to forecast what a company’s share price should be.

This involves a deeper understanding of the picture the market is painting of a company and how this picture changes over time.

The Mi-Plan Bell Team'’s performance since inception places them solidly in the first quartile over all periods longer than four years to the end

of January 2023 and in the second and third quartile for all other periods.

1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8 Year Since Inception
Annualised Annualised Annualised Annualised Annualised Annualised Annualised Annualised Annualised
Return Return Return Return Return Return Return Return Return*
% Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank
Global IP Opportunity Fund B5 311 36/49 5.30 25/ 44 8.47 17/ 40 14.33 8/37 12.81 5/32 12.54 4129 9.94 4/28 12.47 2/23 12.46 2/22
;Zit&?s'% - Global MultiAsset 6.28 6.14 773 11.68 9.71 8.83 6.64 8.92 8.60

“Tony has exceptional insights, and we believe his analysis, coupled with the research and technical quants skills of Mi-Plan, will make a meaningful
contribution to the deliberations and decision-making of the Brenthurst Investment Committee. The Global IP Opportunity Fund, now well in excess
of R1bn, has been an anchor fund in portfolios providing offshore exposure via means of asset swaps. It is included in several client portfolios and

has weathered market storms to the benefit of our clients. We look forward to the continued engagement with this formidable team of Mi-Plan

and Tony,” says Magnus Heystek, Brenthurst Director and Investment Strategist.
21
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Information and Content

The information and content (collectively 'information') provided herein are provided by BRENTHURST WEALTH Management as
general information for information purposes only. BRENTHURST does not guarantee the suitability or potential value of any
information or particular investment source. Any information herein is not intended nor does it constitute financial, tax, legal,
investment, or other advice. Before making any decision or taking any action regarding your finances, you should consult a qualified

Financial Adviser. Nothing contained herein constitutes a solicitation, recommendation, endorsement or offer by BRENTHURST.

Copyright
The information provided herein are the possession of BRENTHURST WEALTH and are protected by copyright and intellectual property

laws. The information may not be reproduced or distributed without the explicit consent of BRENTHURST

Disclaimer

BRENTHURST has taken care to ensure that all information provided herein is true and accurate. BRENTHURST WEALTH will therefore
not be held responsible for any inaccuracies in the information herein. BRENTHURST shall not be responsible and disclaims all loss,
liability or expense of any nature whatsoever which may be attributable (directly, indirectly or consequentially) to the use of the

information provided. BRENTHURST WEALTH Management Limited

Brenthurst Wealth Management is a Financial Services Provider licensed under the Financial Advisory and Intermediary Services Act,

37 of 2002. FSP license No: 7833

Brenthurst Wealth Management (Pty) Ltd FSP No. 7833
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