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MPW Half Year Market Update - August 2022

General Advice Disclaimer

The purpose of this presentation is to provide you general advice and insight into MPW'’s current market outlook and
investment philosophy.

Where our presentation provides general advice, we must explain that this advice has been prepared at this time without
taking into account your individual personal needs, objectives, or financial situation, and the personal information we hold
about you has not specifically been considered in forming our views.

You should not act on any advice that has not been tailored to you or considered in light of your full individual personal
circumstances, as there is a risk that such actions may not be appropriate for you or be in your best interests.

Where we provide personal advice and investment recommendations, these will be presented in a Statement of Advice (SoA)

which will explain the basis of your personal advice recommendations, and any considerations or risks so that you can make
an informed decision.

No representation is given, warranty made or responsibility taken about the accuracy, timeliness or completeness of
information sourced from third parties.
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Asset Class Returns To 30™ June 2022
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Shares and Bonds: Nowhere to Hide in the 2022 FY!
N

Annual returns on a 60/40 stock-bond portfolio
ASX 200 and AusBond Composite, total returns
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The Largest Wealth Destruction In History

Largest Destruction of Wealth In Modern Market History

-10 = Total Stock + Bond Market Value
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2021

NO
INFLATION!

Central bank credibility is being questioned:

* Inlate 2021 the Fed was wrong on their
inflation outlook, calling it transitory.

* In mid 2022 the Fed is saying they can manage
a soft landing without a severe recession.

* Inearly 2022 the RBA said that interest rates
in Australia would not rise until 2024!

* |sthere any credibility left for us to believe
central banks can manage a soft landing?

The answer to this question will determine the
market’s direction heading into 2023.

In our view — It is not a high probability outcome.

Can Central Banks Engineer A Soft Landing?
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\ MPW Outlook & Scenario Analysis For 2023 FY

1. Hard Landing: Global Recession 2. Soft Landing: Mid-Cycle Slowdown 3. Strong Growth: New Bull Market

MPW Probability = 70% MPW Probability = 25% MPW Probability = 5%

* Inflation remains stubbornly high * Inflation moderates towards targets < Inflation moderates quickly

e Central banks tighten too much * Central banks pause rate hikes e Central banks consider rate cuts

* Unemployment rises 1-2% * Unemployment rises marginally  Employment growth remains strong
* Savings rates evaporate e Savings rates are preserved * Savings rates remain elevated

* Economic data deteriorates * Economic data stabilises * Economic data pivots to growth

* Corporate earnings fall * Higher revenues offset higher costs ¢ Companies pass on higher costs

* Geopolitical risks intensify (wars) * No further sanctions are imposed * Russia and China pivot their stance
e Covid-19 resurgence hits mobility * The “endemic” runs its course e Supply chain & labour issues abate




US & Global Inflation At 40-Year Highs

|

There is some optimism around inflation peaking as commodity and food prices have softened
recently, but surging wages and labour shortages will keep upward pressure on inflation

The Fed suggests inflation can be But ‘sticky’ inflation such as
back at 2% by the end of 2023 wages and rents take time to fall
Year-over-year percentage change in the Consumer Price Index Wages Are Surging

Annual average hourly earnings climb in tight US job market
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Will Central Banks Cause A Global Recession?

All 9 Recessions Post 1955 Caused by Aggressive Fed Tightening

My thinking is once the Fed hits 3.00% - a recession is simply a matter of time

. = Federal Funds Effective Rate
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Consumer Confidence Has Collapsed, What’s Next?
N

Global Stocks vs Bonds and Global Consumer Confidence

12m changes

60

40

20

-20

-40

-60

-80

1990 1995 2000 2005 2010 2015 2020
Global Stock vs Bond Returns %52w (LHS)
Global Consumer Confidence - 12Zm changes {(RHS)

Source: ASR Ltd. / OECD [ Refinitiv Datastream

MOIrrows

PRIVATE WEALTH



US Employment Growth Is Very Strong... For Now?

Yet to See any Meaningful Rise in Unemployment

This is what is coming... and perhaps not yet priced in
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Household Savings Are High... But Falling

Household saving ratio (%)
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\ So What Does This Mean For Markets?

If central banks stay the course and fight inflation at If inflation declines on a sustainable basis, then the
all costs by aggressively raising interest rates, then it is ... BUT Fed will be able to ‘pivot’ and keep rates steady or
hard to see the US economy avoid a deeper recession. even flag rate cuts. It is then a ‘risk-on’ environment.

HEY!
I THOUGHT
WE WERE THE

“CONSLIMERS!
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Timing Market Inflection Points Is Impossible
R

How Does the Market Respond to Recession?

\

S&P 500 Price Return in US Recessions Since 1937
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Bull and Bear Markets: Nobody Rings A Bell

S&P 500 bull markets

R
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MPW Recommended Portfolio Strategy
N

Asset Class Tactical Position Comment
Currency (AUD vs USD) Neutral Neutral hedge at current levels, noting potential for full AUD hedge into 2023
Cash & Liquidity Neutral to Over | Returns are ~1%, but increase cash tactically for buying opportunities/bond exposure
Government Bond Duration Neutral to Over | Long-duration yields are above 3% pa and may provide a recession hedge/capital gains
Corporate Credit & Debt Listed credit spreads can widen further, but own selective private credit strategies
Listed Property & Infrastructure Listed markets are high risk, but own selective unlisted property/infrastructure assets
Australian Shares Long short exposure with a value bias, focus on quality and underweight small caps
International Shares US still expensive, developed and Emerging Markets cheap but represent high risk
Liquid Alternative Assets Equity market neutral, private debt and equity, commaodities, and niche opportunities
llliquid Alternative Assets Private debt and equity, niche illiquid strategies can provide a long-term return premium
\%
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‘ Gov’t Bonds Are Now A Hedge Against Recession

Australian bonds - the higher the bond yield the better the return
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The Role of Alternative Assets In Portfolios
N

Framework-driven portfolio construction: What role do different categories play in the portfolio?

‘
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\ Vanguard & AMP Long-Term Return Expectations

The table below shows the Vanguard Capital Markets Model
return and volatility forecasts over the next 10 years across

four Global Diversified Portfolios.

Conclusion: Generating returns using just listed stocks and

bonds will be much more challenging in the future and

investors will need to take more risk for less return.

Note: The recent market sell-off has improved these numbers
by more than 1% pa which is material over 10 years.

Return Percentile Volatility

5th 25th Median 75th 95th Median
Conservative 2.5% 3.8% 4.7% 5.6% 7.1% 5.6%
Balanced 2.0% 3.9% 5.2% 6.6% 8.8% 8.9%
Growth 1.1% 3.7% 5.6% 7.5% 10.4% 12.4%
High Growth 0.0% 3.4% 5.8% 8.3% 12.0% 16.2%

Source: Vanguard, June 2022 using 30 May 2022 VCMM simulation.

The chart below shows AMP Capital’s return forecasts
over the next 5-10 years for their Diversified Growth

Portfolio (~¥30% defensive and ~70% growth assets).

Conclusion: The recent fall in all asset prices means that
future return expectations have increased to 6-7% pa.

11

Projected medium term returns
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\ MPW Concluding Summary

Uncertainty remains: Can central banks manage a ‘soft landing’ or do they cause a deeper recession?

FLAPS DOWN, Opportunities will exist
GEAR DOWN, . . .
READY FOR if this scenario plays

LANDING.

) ;_-T
ﬁf’ SON, IT'S NOT SO MUcH ABOUT

REING BEARISH OR BULLISH.
ol l;‘;ABOUT BEING OPPORTUNISTIC.

A SOFT I -I out... but (see below)
\4

* We are at a critical market juncture
that requires a cautious approach.
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* This outcome is not our base-case.

Recession Scenario: Fighting inflation
is the Fed'’s priority and markets have
not priced-in the consequences of this.
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* A deep recessionary environment
means risk assets fall much further.

GOOD THING
WE'RE IN
FIRST CLASS,

“EG+— HEDGEYE

A
e == == = J Even better long-term
opportunities will exist if
this scenario plays out.

* This outcome is our base-case.
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