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The Rally in Markets Has Been

Dependent on Lower Rates of Late

Heading into year end, markets

are set to finish another solid year,
particularly overseas, after significant
uncertainty at the start.

The volatility around the introduction

of tariffs on “Liberation Day” has been
followed by a strong recovery for much of
the second half of the year.

Yet, in the past month there has been
some uneasiness as interest rate
expectations have fluctuated and shifted,
especially in Australia, which has seen a
moderate correction retrace some of the
year's gains. Below we take stock of these
recent developments and assess near-
term prospects.

¢ After another year of good gains,
following the earlier volatility, the
rally in equity and bond markets has
become a bit unsteady. It seems to
be reliant on further interest rate cuts,
and has reversed on risks of them not
materialising. In the US, this has made
for choppy conditions, as a further rate
cut this year has been thought " off
again and on again”, and both the
S&P 500 and Treasury bond yields have
waxed and waned over the past month
(Figure 1). In Australia, it has led to a
moderate correction, as the prospect
of further cuts has faded, with the
ASX200 down around 5% and bond
yields rising up to half a percent (as
discussed in our report of
24 November).

Figure 1: S&P 500 Index and US 2 year Treasury bond yield (%)
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Source: Fed, Refinitiv, Canaccord Genuity.
Figure 2: US unemployment rate and ease of finding a job (%)
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*Consumer survey percent of respondents indicating jobs plentiful less percent indicating jobs hard to find.

Source: Refinitiv, Canaccord Genuity.

* In the US, further rate cuts would still
seem likely, including next month,
potentially keeping conditions
supportive in markets. The Fed policy
setting committee may be divided
on a move in December, but enough
members seem likely to be open
to a further cut. Although the US
government shutdown has delayed
official data on the economy, figures
starting to get released and those
from private surveys have tended to
indicate continued weakness in the US
labour market and still only moderately
higher inflation since the tariffs. The
Fed will also update projections for
the economy and despite possible
differences on timing, recent meeting
minutes reported a majority of the
committee continue to expect to lower
interest rates further.

¢ In Australia, after higher inflation,
markets are already factoring in a slight
rise in rates in 12 months, which may
limit further near-term weakness, given
uncertainty. The uptick in inflation
has been more pronounced than
expected but the RBA has judged a
substantial part of it as likely to be
temporary and has also warned that
the new comprehensive monthly
figures are likely to be volatile for a
while. It also considers the economy’s
recovery as likely to remain moderate,
and September quarter GDP figures
this coming Wednesday will shed
more light on this. If the Fed were to
continue easing and the RBA pause,
the AUD could also appreciate,
helping reduce inflation and adding to
doubts about a possible rate rise.

Risk Management

After the sweeping policy changes
ushered in by the US Administration, the
absence of official data for over a month
following the government shutdown has
added to the challenges of interpreting
economic conditions in the US going into
year end.
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Yet, monetary policy must continue to be
set and Fed officials have to make their
best judgements about the appropriate
decisions to take, which will be necessary
again at the final meeting for the year

in December.

Fortunately, official figures have started
to be released again and those from
private surveys have continued, and an
impression can be formed of underlying
conditions, which seems to continue

to suggest weakness in the US labour
market through recent months and still
only moderately higher inflation after
the tariffs. Monthly payroll figures for
the private sector have recorded only
modest growth in employment through
to October, and in consumer surveys
jobs have been reported as less plentiful
in recent months, often associated with
higher unemployment (Figure 2).

There has been debate whether the
weaker job growth is more a reflection of
less demand for workers or less supply
due to reduced immigration, but a sign
that it is due more to less demand for
workers is the fact that jobs are being
reported as less plentiful, for if it were

Figure 3: US private sector layoff announcements monthly, thousands
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Source: Challenger,Gray and Christmas Inc., Refinitiv, Canaccord Genuity.

due to less workers being available,
there would be more job vacancies

and jobs would be more plentiful. The
situation with jobs growth stalling but
not collapsing is being described as the
“no hiring, no firing” labour market, but
widely reported lay offs in October create
the risk of further deterioration (Figure 3).

With inflation still only moderately
above target and not showing recent
signs of increasing further, the “risk

Figure 4: ASX 200 Index and Aust. 3 year Government bond yield (%)

9400 3.00

9200 3.25

8800 3.50

8400 375

8000 4.00

7600 4.25

7200 : ! : ! ! : ! : 4.50

Jan-25 Mar-25 May-25 Jul-25 Sep-25 Nov-25
ASX 200 (Is) =3 yearyield (rs)

Source: RBA, Refinitiv, Canaccord Genuity.

Figure 5: RBA cash rate less US federal funds rate and the AUD
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management” approach of the Fed to
its dual mandated goals of maximum
employment and price stability seems
to provide a reasonable likelihood of the
policy committee erring on the side of
caution in regard to risks to employment
by cutting rates further at its December
meeting. This could potentially keep
conditions supportive in equity and
bond markets.

Exercising ]udgement

In local markets, conditions have been
weaker in the past month, as higher
inflation has dashed prospects of further
rate cuts and seen markets factor in a
slight rise in rates in 12 months (Figure
4). But this may limit further near-term
weakness, given the uncertainty and

the potentially supportive conditions in
overseas markets.

The RBA has been surprised by the
extent of the rise in inflation but has kept
it in perspective, judging two-thirds of
the rise evident in the September quarter
figures as likely temporary. Its response
has been to dampen expectations of
any further rate cuts and highlight the
uncertainty about the future direction.

It has also warned about likely volatility
for a while due to evolving seasonal
adjustment in the new comprehensive
monthly inflation figures released in the
past week, which showed a further jump
in inflation in October.

In the coming months, were the RBA

to hold rates steady while the Fed
continued to ease, appreciation of the
AUD could also help reduce inflation and
add to the uncertainty about the need
for a rise in rates, potentially limiting
additional market weakness in the near

term (Figure 5).
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Disclaimer and Disclosures

Research disclosures at www.wilsonsadvisory.com.au/disclosures.

Disclaimer

All figures and data presented in this research are accurate at the date of the report, unless otherwise stated.

This document has been prepared by Wilsons Advisory and Stockbroking Limited (AFSL 238375, ABN 68 010 529 665) (“Wilsons
Advisory”) and its authors without consultation with any third parties, nor is Wilsons Advisory authorised to provide any information

or make any representation or warranty on behalf of such parties. Any opinions contained in this document are subject to change

and do not necessarily reflect the views of Wilsons Advisory. This document has been prepared by Wilsons Advisory's Investment
Strategy Group. Wilsons Advisory makes no representation or warranty, express or implied, as to the accuracy or completeness of the
information and opinions contained therein, and no reliance should be placed on this document in making any investment decision
Any projections contained in this communication are estimates only. Such projections are subject to market influences and contingent
upon matters outside the control of Wilsons Advisory and therefore may not be realised in the future. Past performance is not an
indication of future performance. All investing carries risk.

In preparing the information in this document Wilsons Advisory did not take into consideration the investment objectives, financial
situation or particular needs of any particular investor. Any advice contained in this document is general advice only. Before making
any investment decision, you should consider your own investment needs and objectives and should seek financial advice. You should
consider the Product Disclosure Statement or prospectus in deciding whether to acquire a product. The Product Disclosure Statement
or Prospectus is available through your financial adviser.

This communication is not to be disclosed in whole or part or used by any other party without Wilsons Advisory’s prior written consent.
All material presented in this document, unless specifically indicated otherwise, is under copyright to Wilsons Advisory. None of the
material, its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without

the prior express written permission of Wilsons Advisory. This document is not directed to, or intended for distribution to or use by,
any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution,
publication, availability or use would be contrary to law or regulation or which would subject Wilsons Advisory to any registration or
licensing requirement within such jurisdiction.

Wilsons Corporate Finance Limited ACN 057 547 323, AFSL 238 383 may have participated in some capacity with regard to capital
raisings for some of the companies mentioned in this article. To manage any conflicts of interest with Wilsons Advisory Research, full
disclosure on any relevant corporate transaction may be found on our website.
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