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Employment, corporate resilience and rate cuts

January economic data are notoriously volatile due to very large seasonal adjustments. For instance,
the consensus payroll forecast for January was +189,000 (this is the seasonally adjusted figure). It
came in at 517,000, a beat of 328,000.

This sounds like a lot and it certainly drove press headlines. However, the US economy loses a lot of
jobs in January as people hired for the Holiday rush get laid off in the New Year. In January 2023, US
employment actually fell by 2.5 million month-on-month. There was a seasonal adjustment of +3
million to get to the +517,000 seasonally adjusted figure.

The 328,000 beat was only 10% of the seasonal adjustment. It is highly likely this is just statistical noise
that will reverse in coming months. However, the data surprise was enough to trigger a sprint higher
in bond yields. With company margins under pressure from rising wages, we think it is very likely that
companies will start to cut back aggressively on hiring.

Talking of contrary indicators, it really looks like corporates nailed the top of the market with their
booming equity issuance in 2021. When the queue of companies trying to get new issues away is
backed up right round the block, that’s generally not a good sign for forward equity returns. On the
flip side, the recent drought of new issuance may well be a positive for forward equity returns.

A major irritant for the bear case on equities is that corporate profits, particularly in Europe, are pretty
solid. Bernstein highlighted that 12-month forward EPS (earnings per share) forecasts for MSCI Europe
are only 6% from their peak. This is very different to the Armageddon that investors were expecting
and a major reason why the European equity market has been resilient. Bernstein noted this was
smaller than the usual -12% cut in EPS during a downgrade cycle in Europe, which you can interpret
either way.

We prefer the positive spin, which is that after a decade of austerity driven pain in Europe, companies
in the region have generally restructured and are much better businesses than they were heading into
the 2009 credit crunch and this is coming through in a more resilient profit profile. Having had to
endure the credit crunch and then two spasms of crisis in the Eurozone, companies in Europe know a
thing or two about managing their businesses in a tough environment. In addition, European
companies have obviously benefited from the strong dollar, which boosts their international revenues
reported in euros.

There are three things that are a cause for concern and need to be watched.

1) Subprime auto delinquencies are rising in the US. This indicates that poorer consumers are really
starting to feel the heat from high inflation and interest rates.

2) US banks are tightening lending standards, particularly on credit cards and small company loans.
On balance, this will put downward pressure on consumption and investment.

3) The global property market is under pressure, both residential from higher rates and commercial
due to plummeting office occupancy. For instance, in Manhattan, the office occupancy rate is still only
54% and the vacancy rate has surged to 22%, nearly double the historic average. There will likely be a
step up in write-offs in Commercial Real Estate over the coming years — although this is mainly a
feature for investors as opposed to banks as much of the debt has been securitized.



The main mitigating factor across these three issues is low levels of unemployment.

These three points indicate the US Fed monetary policy is really starting to bite and as a result we are
now likely to be very close to the peak of the rate cycle. Therefore, after a repricing of Fed Fund
Futures, the Fed could end up cutting faster than the market anticipates.
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Key Risks

Past performance is not a guide to future performance. The value of an investment and the income
generated from it can fall as well as rise and is not guaranteed. You may get back less than you
originally invested. The issue of units/shares in Liontrust Funds may be subject to an initial charge,
which will have an impact on the realisable value of the investment, particularly in the short term.
Investments should always be considered as long term. Investment in funds managed by the Global
Fundamental Team may involve investment in smaller companies. These stocks may be less liquid
and the price swings greater than those in, for example, larger companies. Some of the funds may
hold a concentrated portfolio of stocks, meaning that if the price of one of these stocks should move
significantly, this may have a notable effect on the value of that portfolio. Investment in the funds
may involve foreign currencies and may be subject to fluctuations in value due to movements in
exchange rates. Some of the funds may invest in emerging markets/soft currencies and in financial
derivative instruments, both of which may have the effect of increasing volatility.

Disclaimer

Non-UK individuals: This document is issued by Liontrust International (Luxembourg) S.A., a
Luxembourg public limited company (société anonyme) incorporated on 14 October 2019 and
authorised by and regulated as an investment firm in Luxembourg by the Commission de Surveillance
du Secteur Financier (“CSSF”) having its registered office at 18, Val Sainte Croix, L-1370 Luxembourg,
Grand Duchy of Luxembourg and registered with the Luxembourg trade and companies register
under number B.238295.

UK individuals: This document is issued by Liontrust Fund Partners LLP (2 Savoy Court, London WC2R
0EZ), authorised and regulated in the UK by the Financial Conduct Authority (FRN 518165) to
undertake regulated investment business.

This is a marketing communication. Before making an investment, you should read the relevant
Prospectus and the Key Investor Information Document (KIID), which provide full product details
including investment charges and risks. These documents can be obtained, free of charge, from
www.liontrust.co.uk or direct from Liontrust. Always research your own investments and if you are
not a professional investor please consult a regulated financial adviser regarding the suitability of
such an investment for you and your personal circumstances. This should not be construed as advice
for investment in any product or security mentioned, an offer to buy or sell units/shares of Funds
mentioned, or a solicitation to purchase securities in any company or investment product. Examples
of stocks are provided for general information only to demonstrate our investment philosophy. The
investment being promoted is for units in a fund, not directly in the underlying assets. It contains
information and analysis that is believed to be accurate at the time of publication, but is subject to
change without notice. Whilst care has been taken in compiling the content of this document, no
representation or warranty, express or implied, is made by Liontrust as to its accuracy or
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completeness, including for external sources (which may have been used) which have not been
verified. It should not be copied, forwarded, reproduced, divulged or otherwise distributed in any
form whether by way of fax, email, oral or otherwise, in whole or in part without the express and
prior written consent of Liontrust.
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