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Market background

Risk appetite held firm in the third quarter, underpinned by resilient global growth, supportive policy shifts and
expectations of US rate cuts. Fears of a deeper tariff-related slowdown eased as the impact proved less severe than
expected.

US equities extended their rally, setting multiple record highs and defying the so-called ‘September effect’. The
Nasdaq led gains, followed by the S&P 500 and Dow Jones Industrial Average, while the small-cap Russell 2000 also
had a strong quarter. The US results season surprised to the upside, particularly among technology and semiconductor
companies, as Al-related capital expenditure by the hyperscalers took another step up. The renewed enthusiasm for
the sector led some to question whether an Al bubble was forming, but strong earnings delivery and broadening profit
growth helped sustain momentum.

Emerging market equities also delivered strong returns, with the MSCI Emerging Markets Index up 10.6% in US dollar
terms. Enthusiasm for Asian technology stocks, particularly those linked to Al, buoyed sentiment. Chinese equities
gained more than 20%, an impressive result given the ongoing weakness in manufacturing, property and
consumption.

Fixed-income markets told a more nuanced story. US Treasuries rallied on the Federal Reserve’s (Fed’s) first rate cut of
the cycle, though questions over Fed independence briefly unsettled markets as political pressure mounted for faster
easing. Long-dated European bonds, especially in fiscally stretched markets such as France, lagged. Overall, sovereign
and corporate debt indices posted solid gains, led by high-yield issuers. Inflows into emerging-market debt gathered
momentum, particularly in local-currency markets.

Gold defied the broader ‘risk-on’ tone, surging to record highs as investors sought protection against persistent
inflation.

South African assets participated in the global rally. The JSE All Share Index reached a record in September, bringing
quarterly returns to 13%, led by gold miners benefitting from a weaker dollar and rising bullion prices. Domestic bonds
remained in favour with global investors, supported by attractive real yields and subdued local inflation. The 10-year
government bond yield ended the quarter near 9.2%.

On the macro front, South Africa’s Q2 GDP grew 0.8% quarter-on-quarter, ahead of expectations and marking the
strongest expansion in two years. Headline CPl eased to 3.3% in August, while core inflation rose to 3.1%, the highest
since March. The South African Reserve Bank kept the repo rate steady at 7% in September, following a 25-basis-point
cut in July. Trade negotiations with Washington continued over the 30% tariff hike, with the Trump administration
signalling tentative support for a one-year extension of the African Growth and Opportunity Act.

Meanwhile, the rand continued its strong run, strengthening to around R17.27/USD at quarter-end, supported by
dollar weakness and higher gold prices.
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Performance review

The Fund delivered a positive absolute return in US dollars, gross and net of fees, and outperformed its benchmark by
0.99% (60% MSCI AC World NR40% Citigroup WGB).

Equities were the main source of relative returns, supported by both allocation and selection. The Fund’s equity
overweight contributed as global risk assets rallied on easing inflation and renewed policy support. North America was
the largest contributor, led by large-cap technology and Al-linked holdings, while a position in Russell 2000 futures
benefitted from policy-led strength in US small caps. Emerging markets also performed well, with positions in China,
Taiwan and Hong Kong supported by improved sentiment toward the region. Leading EDA firm Synopsys detracted
after guiding down full-year expectations due to weakness in its IP segment linked to China trade tensions.

Fixed income detracted on a relative basis, driven by selection effects, notably UK gilts, which continued to face fiscal
headwinds. The Fund’s gold position added as the metal rallied on policy easing and geopolitical uncertainty.

A constructive risk stance was maintained over the third quarter, reflecting resilient global growth dynamics and
renewed monetary easing. Profits were taken on select positions following strong gains. Regional exposure to the US
increased early in the period through the addition of Russell 2000 futures, which benefitted from easier fiscal and
monetary conditions, before the position was closed later in the quarter. A Nasdaq futures position was added to
hedge potential upside risks should liquidity conditions continue to improve, while the position in China A-shares was
exited amid renewed property-sector weakness.

Across individual equities, exposure was trimmed in several high-performing positions, and new holdings were
initiated where regulatory tailwinds support structural growth trends, including US regional bank Citizens Financial
Group and Mizuho Financial, a Japanese bank. Duration exposure remained broadly unchanged, while holdings in
defensive government bonds continued to provide a hedge against recession risk. The Fund added modestly to gold as
a hedge in an environment of policy uncertainty and easier liquidity.

Outlook and strategy

While the tariff picture continues to evolve, with numerous trade negotiations underway, it remains a source of
uncertainty for the US inflation outlook and heightens the risk of stagflation taking hold. Despite these headwinds, US
economic data remains buoyant, and inflation pressures remain benign, with strong disinflationary forces from the
housing sector continuing to support progress. The latest tax bill, deregulation and the Fed’s shift toward easing and a
more risk-management approach are likely to provide further support for growth through the remainder of the year
and into 2026. Recession risks, however, remain elevated as the full impact of the Trump administration’s policies
(tariffs, immigration, DOGE, etc.) unfolds and the labour market stays finely balanced. We therefore expect periods of
volatility in US risk assets in the near term, with upside potential as liquidity conditions improve.

In Europe, monetary policy easing has brought rates to neutral levels, supporting an emerging recovery and the start
of a new credit cycle. Tariff headwinds are likely to weigh on growth in the coming quarters, though less than
previously feared, while higher defence spending in Germany and across Europe should lend ongoing fiscal support. A
lagging ECB policy response increases the prospect of a reflationary environment later this year, creating a potentially
supportive backdrop for European currencies and risk assets, barring a renewed escalation of tariffs.

Discovery Life Investment Services (Pty) Ltd, branded as Discovery Invest, is an authorised financial services provider. Company registration number 2007/005969/07. 2



\

In China, policy easing has become increasingly forceful, with a clear pivot toward domestic consumption as the new
growth driver. The authorities recently announced a ‘special action plan’ that aims to accelerate this transition, away
from export- and industry-led growth. The introduction of ‘anti-involution’ policies has revived hopes of ending
deflation and supporting a nominal earnings recovery. While we expect policymakers to sustain measures that
underpin consumption, domestic risk assets have already repriced significantly and renewed weakness in the property

sector adds near-term headwinds, suggesting limited asymmetry.

Against this backdrop, our central roadmap continues to see risk assets supported by looser fiscal and monetary
conditions, albeit with ongoing volatility given US growth risks. Easing liquidity from major central banks should
reinforce this support as uncertainty fades. In fixed income, we maintain a healthy allocation to defensive government
bonds, both as a protection against downside risks and as a reserve to deploy during market dislocations. In
currencies, we continue to monitor the US dollar for opportunities to re-establish short positions, given the potential

for economic divergence between the US and the rest of the world.
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