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MARKET UPDATE OCTOBER 2021

September: The MSCI world in Euro terms finished the month down approximately 2% which leaves the Year-to-date return near 18%. There was
notable sector dispersion with the Energy sector the standout leader returning 9.2% and the Materials (-7.6%) and Utilities (-7.55%) sector notable
laggards.

Evergrande got lots of media attention during the month as it became clear they would not pay interest due on bank loans. Concerns over
Evergrande drove some relative weakness in China property exposed sectors such as metals and mining. While more pain is possible in the near-
term, given the too big to fail nature of Evergrande and the clearly weakening Chinese economy it is reasonable to expect a material step up in
policy support in the coming months, the government will not want systemic risks to be in focus in the lead up to the 2022 CCP National Congress.

Developed markets saw a sharp pullback on the Evergrande news but as details became clearer that a managed unwind of the firm’s assets,
combined with a completion of their existing projects under some form of state supervision would be the most likely long-term resolution, western
markets’ attention gradually moved on.

There are also growing concerns over the supply chain with several companies highlighting issues including Fedex, Nike and Sherwin Willliams.

Amid all that negative narrative, the delta wave has been showing clear signs of fading for the last number of weeks and vaccinations rates have
risen rapidly. Corporate commentary, particularly in the consumer facing sectors, is encouraging with travel and leisure CEO’s scrambling to
upgrade their guidance as a surge in bookings for this winter and next year surprised all incumbents.

In other positive news, the ECB made clear they would keep financial conditions loose and Presidents Biden and Xi suggests better US / China
relations ahead.

Outlook: We had highlighted in our outlook at the start of the year that year 2 off a bear market low saw equity markets deliver an average annual
return of 24%. With the MSCI world in Euro terms now up just under 18% at the time of writing it highlights the potential for further upside into year
end.

Equity markets inflows are also hugely supportive with Global equity funds (including ETF’s) having seen more inflows YTD, more than the
cumulative inflows from 1996 through to 2020. Currently more than $5 Trillion sits in US money market funds, well above pre-Covid level,
conveying the potential for further inflows.

Despite the positive medium term back drop, sentiment and positioning have been relatively sanguine with a lot of our indicators at best neutral and
no signs of the traditional euphoric activity that can sometimes mark the end of strong performances in equity markets. In fact, the US composite
put call ratio recorded late September was at levels see at prior equity market lows.

Although many commentators are highlighting that equity valuations are the highest since the 1990’s, its critical to note that in the late 1990’s short
term interest rates were 5%, 10 -year bond yields were 6% in nominal terms and 4% in real terms, so there is no comparison in relative terms.

Supply chain concerns are likely to remain a focal point for Q3 earnings season, but they will be sector dependent. It's worth noting that the recent
decline in “supplier deliveries” across the US and EU PMI’s suggest the worst may be behind us. Order volumes and corporate pricing power in the
UK are at a 40 year high so rather than looking at rising input costs in isolation its important to look at them in the context of higher demand and
pricing power.

Fiscal stimulus remains an important growth driver with the US infrastructure rollout (although timing is still uncertain) and the EU recovery fund
likely to have a positive impact on economic activity into year end. Regards monetary stimulus, the markets are getting more comfortable with the
much talked about Fed tapering which should see bonds yields continue higher, a steeper yield curve and an improvement of market breadth.

Concerns in China have presented some opportunities in the region, and we have added to our Japanese exposure in names exposed to a cyclical
upturn and at the same time stand to benefit from the Industrial Automation theme. We also rotated from some defensive mega cap tech to add to
consumer discretionary cyclicals such as European low-cost carrier Airlines, UK homebuilders and an Irish financial.

In addition, we have further reduced our long-dated bonds holdings to leave the funds significantly underweight duration relative to our
peers/benchmark. We remain near the upper end of our asset allocation range for growth assets.

WARNING: Past performance is not a reliable guide to future performance.

WARNING: The value of your investment may go down as well as up.

Merrion Capital Investment Managers Limited (trading as Merrion Investment Managers) is regulated by the Central Bank of Ireland and is regulated by
the Central Bank of Ireland and is a Member Firm of Euronext Dublin and the London Stock Exchange.
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