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Market update

Although the ASX200 lagged
broader markets in September,
US Equities remain the year-to-
date laggard across global
markets. Gold turned in another
strong monthly performance. It
is unusual to see investors
simultaneously bidding up the
gold price alongside peak equity
valuations. See Chart 1.
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Longer term asset returns can be found in Appendix 2.

Chart 1: Asset class returns (AUD) — to 30 September

Last month 2025 CYTD
Cash ] 0% 3%
AU Govt Bonds | 0% 4%
US Treasuries b 1% 5%
Floating Rate Notes 1 0% T 4%
Corporate Credit 1 1% T 6%
High Yield 1 1% T 10%
DXY Index 1% | 6% =]
AUDUSD T o1% T 7%
Gold 1 1% i 38%
OIlETF 3% o 8%
Copper ETF | 5% i 1%
Listed Infra 1 1% i 8%
Listed Property 0% 1 i 4%
MSCI ACWI m 3% = 11
S&P500 E 3% 7%
NASDAQ100 4% 10%
ASX200 A% | 12%
STOXX600 1% 20%
NIKKEI225 - 4 15%
CSI300 F 2% 16%

Source: JBWere, Bloomberg. Australian franking credits included. Past
performance is not a reliable predictor of future performance.

Australian and US sector performance

September was again soft for domestic Healthcare stocks,
but offshore the same sector started to see improvement
later in the month. This trend has continued into October.
Domestic Energy was weak, largely off the back of the
ADNOC-Santos failed M&A bid. On the flipside, ASX miners
had a strong month driven largely by gold stocks. US Tech
also performed well. The local mining sector is now the
strongest sector performer year-to-date. Australian miners
outperforming US Tech stocks in 2025 is probably not a fact
that is well known by too many investors. See Chart 2.

Chart 2: Sector returns (AUD) — to 30 September
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Source: JBWere, Bloomberg. Australian franking credits included. Past
performance is not a reliable predictor of future performance.
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Gold market developments

Strikingly, September will be recorded in the history books as
the month when the value of gold held as official global
reserve assets overtook US Treasuries. The main difference
between the two, of course, is that gold is nobody’s liability.
There are no shortages of US Treasuries being created by
ongoing 6% of GDP US fiscal deficits, but they are
increasingly having to be financed by domestic US savings
as the official sector in the rest of the world holds more of its
capital elsewhere. This is a big change. It is currently difficult
for us to envisage what might cause the trend to reverse.
Chart 3.

Chart 3: Percentage held as official global reserve assets
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Source: JBWere, Bloobmerg, IMF. Past performance is not a reliable predictor
of future performance.

Unsurprisingly, it has been a strong year for gold stocks and
there are plenty of them listed on the ASX. Chart 4 shows
their growing weight within the local index.

Chart 4: ASX200 index weight of local gold stocks
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Source: JBWere, Bloomberg. Past performance is not a reliable predictor of
future performance.

Flying blind on data

As we move through the second week of the latest US
government shutdown, a relatively sanguine market reaction
rests on the assumption it will be resolved in short order. As it
always has, through another extension of the debt limit.

Even if the shutdown continues for a while yet, the Bureau of
Labor Statistics has committed to shortly produce delayed
September US monthly CPI data, despite the shutdown. This
is an important number, as the US government runs to a
September year-end. Annual cost-of-living-adjustments
(COLASs) across several important industries such as defence
rest on the availability of this number. Appetite to shut down
parts of the defence force is presumably limited.

For all the efforts of Musk’s DOGE experiment, and during
the current showdown over the debt ceiling, it is worth
pointing out that 2025 government spending remains largely
unchecked. Chart 5.

Chart 5: Cumulative annual US Federal deficit, US$ trillions
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Source: JBWere, US Treasury. Past performance is not a reliable predictor of
future performance.

In an economy running still close enough to full employment,
the question remains: “what is the outlook for the US deficit in
the next downturn?” It roughly doubled in each of the last
three.

News flow in private markets

There is a slowly evolving story building in relation to private
credit that is worth paying attention to. Concerns are growing
around a range of issues from valuations to underwriting
standards in this lightly regulated part of the market.

From a public policy perspective, the IMF got the ball rolling
early last year when it highlighted building risks as part of its
April 2024 Global Financial Stability Review. More recently,
ASIC weighed in locally calling for higher standards in
Australia's private credit sector, highlighting widespread
deficiencies in areas like transparency and fee disclosure,
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and valuation practices—see its September 2025 report REP
814 Private Credit in Australia. ASIC has also taken recent
enforcement action, issuing stop orders against certain
private credit products.

In a fluid area, the biggest local casualty so far appears to
have been the Adgemis publican group that has collapsed
with a reported $1.8 billion in debt outstanding. While details
are scant as the group moves through insolvency
proceedings, it appears that quite a few local private credit
operators have been caught. We expect recoveries to be low.

Even more recently, an auto-parts roll-up First Brands in the
US has collapsed and entered Chapter 11, with reportedly at
least US$12 billion and possibly up to US$50 billion in (off
balance sheet) outstanding liabilities. The majority is owed to
the leveraged loan and CLO markets, rather than direct
private credit lending. US auto-loan provider Tricolor is
another similar story. It is early days, but again from what we
understand about the state of these companies’ balance
sheets, it appears that recoveries will be challenging.

While we still view these recent examples as somewhat
idiosyncratic events, it highlights the potential weakening of
credit underwriting standards as credit markets continue to
see strong inflows. As has always been our practice, we
continue to focus on well capitalised managers, operating at
scale with significant experience, a disciplined approach to
underwriting and with proven workout capabilities.

The big macro question for investors will be whether these
growing problems are canaries in the proverbial coal mine.
Or are just par for the course in what is now a very large
lending industry where, inevitably, some loans will need to be
written off. The RBA has quoted the global market for private
credit at more than US$2 trillion, but other estimates are
significantly larger, and much of it is effectively ‘dark’ to
regulators. We are of the view that while private credit
markets have grown substantially over the past decade, an
inevitable pickup in private credit defaults is still unlikely to
cause a broader systemic risk for public capital markets
(‘contagion risk’). Additionally, we expect more stress to be
felt in the less experienced and lower quality private credit
offerings.

Related listed market pricing has also been notable—some of
the largest operators in the world in this area are listed on
global exchanges, and their once favoured parent entity
share prices have not been performing well. Investors seem
to sense a problem. Chart 6.

Chart 6: YTD large listed private operator share prices vs index
(Y axis 1 Jan 2025 = 100)
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Source: JBWere, Bloomberg. Past performance is not a reliable predictor of
future performance.

In our view, the softness in these listed parent stocks as well
as the listed US private credit ‘BDCs’ (listed wrappers for
diversified pools of private credit) is still largely sentiment
driven rather than associated with a clear or sudden
deterioration in credit fundamentals. Our approach remains
that we see private credit as valuable and complementary as
a sleeve of modest size in an overall diversified portfolio,
where it is particularly important to focus on the quality of
manager selection.

Recent market jitters based on renewed US-China tensions

On Friday 10" October, US markets fell -3% (from all time
highs) on renewed concerns around the US-China
relationship, as Trump threatened re-escalation of punitive
tariffs in response to more China rare earth export controls.
In our view, these events should not come as a particularly
significant surprise to anyone. Arguably the bigger anomaly
was the market pricing a truce for the last several months
between these two great power rivals when arguably
relatively little agreement on anything of substance has been
reached all year.

What is now increasingly clear, in our view, is that China was
the one large bloc that was both willing and able to meet the
US head-on in any fight over tariffs, global supply chains and
any remaking of the global order. While the US military
ultimately backs the strength and role of the US Dollar, we
now know that China’s stronghold over rare earth refining
exerts significant influence over the US military. At least in
the short term. We never believed this fight was even
remotely close to being resolved and remain of that view.

Relative value opportunities and the quest for diversity

It is well known and well established that markets are
expensive on any historical measure. The gains for the past 3
years have been increasingly narrow and have been
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concentrated in stocks linked to Al. By JP Morgan
calculations, stocks linked to Al in the US market have been
responsible for more than 75% of the gains over the past 3
years.

For most investors, going to cash is not really an option and
is in our view not necessary. Cash is risky too—it exposes
investors to significant inflation risk. Across generally very
expensive markets, we continue to see a few pockets that we
would highlight as remaining quite reasonable value for
investors. Within a balanced portfolio, it might make sense to
have some exposure to some or all of them.

e Healthcare

e Property
e Infrastructure
e Energy

e Small caps
o  Oil futures
e Inflation protected bonds

Each is deserving of a paper on its own, but the key point is
that none can be labelled as particularly expensive. We think
it is worth balanced investors maintaining some exposure.
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Disclaimers and general disclosures

Important Notice

This report has been prepared by JBWere Limited (JBWere) and
comprises general advice only. In preparing it, JBWere did not take
into account your investment objectives, financial situation or
particular needs. Before acting on any advice contained in this report,
you should consider whether the advice is appropriate in light of your
financial circumstances or contact your adviser. JBWere recommends
that you consider the relevant Product Disclosure Statement or other
disclosure document, where relevant, before making investment
decisions in relation to any particular product mentioned in this report.

JBWere’s advisers and other professionals may provide oral or written
market commentary or trading strategies to clients that reflect
opinions that are contrary to the opinions expressed in this report, and
they may make investment recommendations that are inconsistent
with the recommendations or views expressed in this report.

Ownership and Material Conflicts of Interest

JBWere requires all research personnel to disclose to JBWere any
material investment position or financial interest in issuers that they
review. Research personnel are paid in part based on the profitability
of the National Australia Bank Limited group (NAB Group), which
includes JBWere. JBWere may benefit from any market price impact
on the traded securities of its seeded model portfolio if JBWere clients
replicate the model and its associated transactions.

No business units within the NAB Group which provide corporate
advisory services, including JBWere’s markets division (which
provides capital raising services) have any input into determining the
budget decisions, bonuses or allocations of resources for any
business units within JBWere which produce research. The revenue
and results of JBWere’s markets division are not taken into account
when determining JBWere’s research budgets or expenses.

In the last twelve months, JBWere has played a role in transactions
for certain entities which may be referred to in this report. For details,
go to Deal Flow Participation.

JBWere’s research analysts may from time to time hold financial
products that are the subject of a JBWere research report. The
Managing Conflicts of Interest and Maintaining the Integrity of
Research Policy sets out how JBWere manages these conflicts.
Please refer to the list of financial products currently held by JBWere’s
research analysts.

The NAB Group and associates, may have provided, provides or
seeks to provide investment banking, capital markets and / or other
services, to the issuers and their associates mentioned in this report.

Our research process

Further information about the methodology applied by JBWere in
preparing research reports is available on the JBWere website.

General Disclosures

This report is not an offer to sell or the solicitation of an offer to buy
any security in any jurisdiction where such an offer or solicitation
would be illegal. The information contained in this report is subject to
change without notice. The price and value of the investments
referred to in this report and the income from them may fluctuate.
Past performance is not a guide to future performance. Future returns
are not guaranteed and a loss of original capital may occur.

Certain transactions, including those involving futures, options, and
other derivatives, give rise to substantial risk and are not suitable for
all investors.

In producing research reports, members of JBWere’s Investment
Strategy Group may attend site visits and other meetings hosted by
the entities mentioned in those reports. In some instances the costs of
such site visits or meetings may be met in part or in whole by the
issuers concerned if JBWere considers it is appropriate and
reasonable in the specific circumstances relating to the site visit or
meeting.

JBWere’s research is disseminated primarily electronically, and, in
some cases, in printed form. Electronic research is generally made
available simultaneously to all clients.

General Disclaimer

So far as laws and regulatory requirements permit, JBWere, its
related companies, associated entities and any officer, employee,
agent, adviser or contractor thereof (JBWere Group) does not
warrant or represent that the information, recommendations, opinions
or conclusions contained in this report (Information) is accurate,
reliable, complete or current and it should not be relied on as such.
The Information is indicative and prepared for information purposes
only and does not purport to contain all matters relevant to any
particular investment or financial instrument. Subject to any terms
implied by law and which cannot be excluded, the JBWere Group
shall not be liable for any errors, omissions, defects or
misrepresentations in this report (including by reasons of negligence,
negligent misstatement or otherwise) or for any loss or damage
(whether direct or indirect) suffered by persons who use or rely on the
Information. If any law prohibits the exclusion of such liability, the
JBWere Group limits its liability to the re-supply of the Information,
provided that such limitation is permitted by law and is fair and
reasonable.

Research Analyst Disclaimer

The Information accurately reflects the personal views of the author(s)
about the securities, issuers and other subject matters discussed, and
is based upon sources reasonably believed to be reliable and
accurate. The views of the author(s) do not necessarily reflect the
views of JBWere. No part of the compensation of the author(s) was,
is, or will be, directly or indirectly, related to any specific
recommendations or views expressed in this report.

Other Research Providers

This report may contain a restatement, summary or extract of a report
prepared by UBS Securities Australia Limited (UBS) or a related body
corporate (UBS Report). Please contact your JBWere adviser if you
would like a copy of the UBS Report. For information on the ways in
which UBS manages conflicts and maintains independence of its
research product; historical performance information; and certain
additional disclosures concerning UBS research, please visit
www.ubs.com/disclosures.

This report has been prepared for distribution only to clients of
JBWere (and potentially to clients of other financial advisers). It may
not be reproduced or distributed without the consent of JBWere.
Please refer to the full details of the important disclosures, available in
the Disclosures section of the JBWere Limited website.

Prepared by JBWere Ltd ABN 68 137 978 360 AFSL 341162.
Distribution in New Zealand

This research has been distributed in New Zealand by JBWere (NZ)
Pty Ltd (JBWere NZ). This report has been produced by JBWere
Limited for Australian clients where Australian macro-economic
factors have been considered (in addition to global ones). Please be
aware of this if reading this report outside of Australia. JBWere NZ
uses the JBWere brand under licence from JBWere Limited, a
subsidiary of National Australia Bank Limited (NAB). JBWere NZ is
not a member of the NAB group of companies (NAB Group). No
member of the NAB Group guarantees, or supports, the performance
of JBWere NZ's obligations to any party.

CIO Office House View 5
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