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Strong Growth and Sticky Inflation

In this week's Weekly Update, T. Bailey Fund Manager, Elliot Farley considers what the latest flash
PMI surveys tell us about the outlook for growth, inflation and interest rates.

The US and eurozone are growing faster than expected, but renewed cost pressures complicate the
picture for central banks and investors. Meanwhile, the UK faces a more difficult combination of
slower growth and rising costs, reinforcing the importance of selectivity when identifying businesses
capable of performing in an environment where capital remains expensive.

Last week’s flash PMI surveys showed the US and eurozone economies growing faster than
expected. But they also showed rising cost pressures that point to interest rates and bond yields
staying higher for longer.

S&P Global's flash purchasing managers’ indices, released last Wednesday, provided an early
indication of economic activity in September. For the US, the composite PMI rose from 56.0 to 58.4,
its strongest reading since July 2021. S&P Global estimates that the surveys are consistent with
annualised GDP growth of around 4% in the third quarter, while employment growth was the
strongest for more than four years.

The eurozone also pleasantly surprised with its composite PMI increasing from 52.0 to 531, the
highest level since April 2023, whereas many economists had expected a modest decline. In this
case, the survey is estimated to be consistent with quarterly GDP growth of around 0.4%.
Unfortunately, however, the UK was the exception. Its composite PMI slipped from 52.5 to 51.7 as
services activity slowed, pointing to quarterly growth of around just 0.1%, compared with 0.4% in
the second quarter.

Nonetheless, with readings above 50 indicating economic expansion, activity is supportive of
corporate earnings and helps explain why equity markets have remained resilient, even as rising
yields have made investors more selective.

However, the surveys carried a less comfortable message on inflation. US input costs were reported
to have risen at their fastest rate for almost four years, driven by higher fuel and transport costs.
Furthermore, backlogs of work have also been growing, suggesting that capacity pressures are
beginning to build as demand improves. Alongside faster input-cost inflation, this raises the risk
that businesses will seek to pass higher costs through to customers.

Central banks are already tightening policy. The Federal Reserve raised rates on 16 September for
the first time since 2023, following the European Central Bank the previous week. These latest
surveys make it harder for policymakers to assume that inflation pressures will fade quickly and
make further rate rises more likely.
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The bond market reflects that inflation concern. The US 10-year Treasury yield has risen to 5.2%, its
highest level since July 2007, as investors weighed stronger activity data, a weak five-year Treasury
auction and hawkish comments from the Federal Reserve.
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The UK faces a more challenging set of circumstances: slower growth alongside rising costs. Input-
price inflation reached its highest level since June, services firms raised prices at the fastest pace
for four months and confidence was affected by energy prices, borrowing costs and uncertainty
ahead of the forthcoming 28 October Budget.

For investors, this reinforces the continued case for selectivity. The UK domestic economy may not
be contracting, but it lacks the breadth of growth visible in the US and, to some extent, that of the
eurozone. Businesses with strong competitive positions, substantial overseas revenues and the
capacity to protect margins are likely better placed than those reliant on a broad-based recovery
in UK consumer demand. This is the approach we take in the WS T. Bailey UK Responsibly Invested
Equity Fund. Rather than tracking a UK equity index, the fund holds a concentrated portfolio of
financially robust UK companies that are less reliant on a broad consumer recovery, or cheap
borrowing, to keep growing.

More broadly, the message from the PMis is that globally, growth is proving more resilient than
expected. This supports the outlook for corporate earnings but comes at the cost of upward
pressure on bond yields. We continue to favour companies with pricing power, strong cash
generation and the ability to grow profitably when capital is no longer cheap.


https://tbaileyam.co.uk/strategies/uk-responsibly-invested-equity-fund/
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Important Information

For professional investors or advisers only. This material is not suitable for retail clients.
e This document is issued by T. Bailey Asset Management Limited ("TBAM").

e This document has been produced for information only and represents the views of TBAM at the time
of writing. It should not be construed as investment advice. No investment decisions should be made
without first seeking advice. TBAM do not provide financial advice to private individuals.

e Full details of the TBAM funds, including charges and risk warnings, are published in the TBAM funds’
Prospectus. Investors should read the Prospectus, relevant Key Investor Information Document and
Supplementary Information Document prior to investing. Fund documentation is available at
www.tbaileyam.co.uk.

e TBAM products are exposed to global financial markets and are subject to market fluctuations and
other risks inherent in such investments. Investments in overseas markets may be affected by changes
in exchange rates, which could cause the value of your investment to increase or diminish. The funds
may enter into derivative transactions for efficient portfolio management purposes (including hedging).

e Past performance is not a reliable indicator of future results. The value of your investment and the
income derived from it can go down as well as up and you may not get back the money you have
invested.

e The total return or loss on equities may fluctuate significantly from year to year, you should therefore
regard your investment as medium-to-long term.

e The investment methodology and risk controls defined here stand as guidelines and not rules.
Occasional deviations from these parameters may occur.

e Every effort is taken to ensure the accuracy of the data used in this document, but no warranties are
given. Based on TBAM's understanding of current law and practice which could alter as a result of
future legislation. All sources TBAM unless otherwise stated.

e TBAM is authorised and regulated by the Financial Conduct Authority No. 190291 and is a member of
the Investment Association.

TBAM is registered in England & Wales Number 3720372.
Registered Office: Toll Bar House, Landmere Lane, Edwalton, Nottingham NG12 4DG.
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