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The 2024 financial year concluded with markets in rude health. Despite continued conflicts and heightened

A?1 J1I FCNC=; FOIN?HMCI HU9; 9=1 MN91 @Q9FCPCHA9| =LCMCM} U9MB; LJ9CH=L?; M
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exceeding previously held all -time highs.

It is interesting to consider that in the face of higher mortgage payments and sharp gains in the prices of staple goods,
consumers have displayed remarkable resilience. As we know, many had expected a recession by this point in the

cycle. However, a combination of persistent spending behaviour, robust labour markets and A.l. inspired optimism,

B; MOE?JNIONB?9| Ql F@9@LI GONB?9>11L})91 @QINB?9AFI <; F9?2=1HI GSW9

! 2HNL; F9<; HEM9AFI <; FFSU9CH=FO>CHA9I1 OL91 QH9O0 U9; L?29; N9J; CHMI9 NI
to tame inflation without driving economies into recession. That task is usually difficult, with the record showing our

monetary authorities fail more often than not . We have explained in these pages in the past, the complicated nature of

monetary policy, with its long and variable lags. Add to this the complication of uncoordinated government spending,

and it is fair to feel somewhat sympathetic for the challenges faced by central banks.

In this report we contemplate the drivers of what has been a good year for investment returns, before diving below the
surface and discussing some of the imbalances and dislocations which could impact outcomes as we move forward.

"H>??>U9NB?9NCNF?91 @QINBCMO9L?JI LNU9z*?2N92B?G9#; N9!; E?{U9CM9,; H9,;
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Similarly, big companies are enjoying far more conducive conditions than their smaller counterparts.

As we proceed into 2025 and beyond, there are numerous elements that could become tailwinds if they play out in one
way, or headwinds if they play out the other. These include the Chinese economy, conflicts in Ukraine/Russia and
Israel/Gaza, the timing of productivity gains from artificial intelligence, and bringing inflation back within manageable
levels.

In the following pages, we delve into the key areas that will likely drive markets in the coming months, including a
special feature on the U.S. presidential election. Our usual Asset Class Snapshot has been made more succinct, with
deeper dives into each after the Global Economic Overview.
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Asset class snhapshot

Inflation and central bank policy expectations continued

to be key drivers of investment market performance
throughout Q2 2024. Early in the quarter, hotter -than -
expected inflation data and higher bond yields weighed
on asset prices leading investors, particularly in the U.S.
and Australia, to adjust their expectations for when each
country's respective central bank would loosen (or even
potentially tighten) monetary policy. This shift resulted

in the first bout of 2024 volatility. However, continued
economic growth, albeitata muted pace, and ongoing
enthusiasm around artificial intelligence (A.l.) helped
buoy investor sentiment and push asset prices higher
later in the quarter.

An increasingly clear trend this quarter, continuing on
from a familiar theme seen over the last twelve months,

is that a narrow group of companies have performed
exceptionally well, keeping most major indices in the
green for FY24. However, this has masked the fact that
many index constituents have materially lagged the
market.

Australian equities

The second quarter of 2024 saw a minor consolidation
of recent share market gains, with the S&P ASX 300
ending the quarter down 1.2%. Larger companies
showed relative resilience with a modest decline of
0.8%?%, whereas smaller companies faced more
significant challenges, dropping 4.5% 2. In April, rising
bond yields initially put pressure on smaller names,

and as the quarter progressed, concerns over economic
growth further impacted these companies. From an
investment style perspective, ~ Growth (+0.4%3) stocks
outpaced Value (-1.99%) stocks during this period.

Sector performance within the ASX 300 was mixed,

with five out of eleven sectors posting positive returns.
Utilities led the gains with an impressive 13.3% return,
followed by Financials (+4.0%), Information

Technology (+2.4%), and Health Care (+1.9%). On the
other hand, the Energy sector fell by 6.7%, Materials (-
5.9%), and Industrials  (-4.3%), reflecting mounting
concerns about future economic growth, ongoing

D

International equities

Q2 2024 presented a mixed picture for international
equities. While the global index, the MSCI All Country
World Index (ACWI), delivered a modest return of just
0.5% in Australian dollar (AUD) terms, local currency
(USD) returns painted a brighter picture at 3.4%. This
divergence highlights the significant impact a surging
AUD had on international investment returns during
the quarter.

The ongoing strength of the A.l.  -fuelled technology rally
was a key driver of market performance. The MSCI

ACWI experienced a narrow sectoral performance, with
only three sectors finishing in positive territory.

Technology (+8.8%) reigned supreme, driven higher by
stellar earnings from  A.l. giants like Nvidia (up 36% in
Q2) - which briefly held the title of the world's largest
company - Microsoft , and Amazon .Communication
Services (+5.6%) also enjoyed strong gains. However,
the dominance of the tech sector masked a more

nuanced story for other parts of the market. Sectors not
directly tied to the A.l. theme, suchas  Energy (-3.1%),
Materials  (-5.4%), and Industrials  (-4.1%), lagged. This
reflects growing investor anxiety about the pace of

future economic growth and its impact on cyclical

sectors. It would come as no surprise that from an
investment style perspective,  Growth stocks continued
their dominance, clocking a return of 3.5% 5 compared
to Value's -3.9%°.

The trend of Large Caps outperforming Small Caps
continued in Q2. The MSCI AC World Small Cap Index
suffered a decline of 3.8%, a stark contrast to its early
2024 momentum. Further evidence of market

divergence emerged when examining regional
performance with Emerging markets (+2.6%7)
outperforming Developed markets  ex-North America
(-2.7%) thanks to China's resurgence and strong A.l. -
linked markets in Asia. And unlike the broad rally seen

in Q1, Q2 witnessed lagging performance in the UK,
Japan, and the Eurozone, highlighting that each region

is grappling with its own unique blend of challenges -
taming inflation while maintaining growth - at different
speeds and with varying degrees of success.

CMMO? M9 CH9! BCH; U9; H>9NB?9JI N?HNC; F9? @@?=NM9| BCAB?L9 @I L9
FI HA?L} 9GI H?N; LS9JI FC=S9QCFF9B; P?91 HINB?9 OMNL; FC; H9

economy.

1 As measured by S&P ASX 100 index

2 As measured by S&P ASX Small Ordinaries index

3 As measured by MSCI Australian Growth index

4 As measured by MSCI Australian Value index

5 As measured by M SCI World Index Growth  index

6 As measured by M SCI World Index Value index
7 As measured by M SCI EM (Emerging Markets) index
8 As measured by M SCI EAFE index
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Real estate

Real Estate Investment Trusts (REITS), sensitive to
interest rates due to higher borrowing costs and reduced
present value of future cash flows, struggled as bond
yields rose early in the quarter. After strong

performance in Q1 2024, Australian (A  -REITs) declined
by 5.6%° in Q2, though they still posted a robust 23.8%
return for FY24, driven largely by Goodman Group's
gains from increased demand for data centres. Global
(G-REITSs), affected by higher global bond yields and a
stronger Australian dollar, fell 4.7%  1%in Q2, with a
modest 4.2% return for FY24. Commercial office
valuations continued to weigh on the index due to low
occupancy rates from post -COVID remote work trends
while more defensive sectors like residential, self -
storage, and healthcare performed better. All major
regions finished the quarter in the red in AUD terms,

with Hong Kong - affected by China's ongoing property
market issues - and Japan, lagging the most.

Alternatives

Our approach to Alternatives is to harness
differentiated returns, with a focus on assets that
exhibit low levels of correlation with traditional asset
classes.

For institutions with the access and expertise to invest
in this broad array of different asset classes and
strategies, increased diversification and the potential
to generate more reliable overall portfolio returns
represent significant benefits for investors.

In FY24, we saw mixed performance across different
alternative asset classes, reflecting the evolving
economic landscape. Demand for infrastructure
assets softened, with deals staying in the market
despite repricing. This underscores the importance of
managers focusing on high  -quality assets with strong
cash flows. The unlisted real estate market
experienced continued turbulence, particularly

around the "future of office" theme. Income
alternatives saw strong flows into  private credit
though demand outpaced supply. There was a slight
increase in defaults, especially in smaller deals,
leading to stricter underwriting standards. Non -
investment grade spreads remained stable overall,
but individual name dispersion increased due to
refinancing activity. Overall, careful manager
selection within alternative asset classes remains
crucial.

9 As measured by S &P ASX 300 A-REIT index
10 As measured by F TSE EPRANareit Developed index
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Fixed income

Over the past three months, yield curves in both the U.S.
and Australia saw significant upward shifts in April
before stabilising and partially settling through June.
Some developed market central banks have now started
their rate cutting cycle to support growth as inflation
pressures fade, but the pace of policy easing will be more
modest compared to expectations a few months ago.
Australia, likely to be one of the last Developed
countries to cut,  with inflation remaining above the
RBA's target, creating a domestic bias towards further
tightening.

Examining these changes through the len s of global
bond benchmark, the Bloomberg Global Aggregate, saw
a slight negative return of 0.2% for the quarter, buoyed
by a strong June performance (+0.8%). Domestically, the
scenario was similar, with the Bloomberg AusBond
Composite (0+Y) returning  -0.5% in the June quarter.

Credit markets, benefiting from lower duration and

higher nominal yields, fared somewhat better. In

Australia, this resulted in a positive return of 0.2% Lifor
credit, though widening  credit spreads  dampened the
overall return. The AusBond Bank Bill Index, with
minimal duration and credit exposure, delivered 1.1%
return for the period.

Australian Cash rate

The Reserve Bank of Australia (RBA) maintained the
cash rate at 4.35% throughout the quarter but adopted a
more ‘hawkish' tone in response to persistent inflation.
In May, inflation surpassed expectations, reaching a six
month high of 4.0% year -over -year, while the labour
market remained tight. GDP growth fell short of
forecasts, expanding only 0.5% on an annualised basis
in Q1. The likelihood of an RBA rate hike later this year

CM9CH=L?; MCHA9; MOINB?9<; HE9ALI QM9

above target inflation.

=

Australian dollar

The Australian dollar saw  broad appreciation
most currencies in the June quarter as the RBA
considered whether to hike interest rates again amid a
global trend of central banks contemplating or
implementing rate cuts. This repricing of rate
expectations supported the AUD against the US dollar
(USD), resulting in a 2.4% rise to AUD 0.67.

against
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Late update: Donald Trump has just survived an The Two Current Candidates and Their Policies

assassination attempt, likely boosting his chances of . _ _ o

being re -elected and reminding us all just how *?N}MON; E?9; OFI 1 E9; NO<I NBO9=; H>C>
dangerous political polarisation can be. He remains expected impact on markets in both presidential
NB?90?JO<FC=:; H9. : LNS}MOJL?MC>? HRBEg H| GCH??2U9; H>9 (1 29

Biden remains the Democratic candidate T el Ve e

The U.S. Presidential election applies a layer of
uncertainty across the investment landscape. Despite
the robust performance of investment markets over the

Biden : Would continue current trade policies, reducing
the risk of short -term volatility in investment markets.

past eight months, the upcoming election could disrupt Trump : Proposing greater protection for U.S.

the 'soft landing', low volatility environment investors industries, with a 10% baseline tariff on all imports and a
have grown accustomed to. Admittedly, we believe that 60% tariff on Chinese imports. This would result in an
investors sometimes overstate the impact that the escalation in the trade war with China and could lead to
federal government has on broad financial markets. other nations retaliating with their own form of tariffs
Monetary policy is likely to have a greater influence on against the U.S. This would likely result in structurally
risk assets in the next few years than any forthcoming higherlong -N? LG9 CH@F; NCI HW9 9L ?=?2HNO9I
legislation or executive action taken by the next stated that the proposed trade restrictions could also
president. Nevertheless, it is valuable for investors to cost the U.S. 675K jobs and lower U.S. GDP by 0.6%.
evaluate the upcoming election to determine the likely S

impacts each candidate will have on financial markets Immigration

S L W h IS el Biden : Plans to manage illegal immigration by hiring

At the time of writing, Donald Trump remains the more border security agents, immigration judges, and
0?JO<FC=; H9. ; LNS} M9JL?MC>?HNC; Fawm eficcess> A qgrfinupfionof the status guo is 4 g
the Democratic candidate. However, neither is unlikely to reduce immigration materially. This would
guaranteed to be on the ballot come November 5th. benefit industries that are reliant on immigrant

Trump faces several high  -profile court cases, though a workers who are often paid less than native  -born
recent U.S. Supreme Court ruling makes the possibility Americans.

of him being disqualified highly unlikely. Biden, on the

other hand, is under growing pressure to step aside for

a younger candidate, after a lacklustre performance in

the first presidential debate. In spite of this, he is

steadfast, potentially diminishing the Democrats' re -

election chances, as Trump is leading in 11 out of 12 U.S.

national surveys taken after their first debate according

NI 907?; F9! F?; L9. I FCNC=M}9JI FFONL

Trump : Proposes a harsher stance on both legal and

CFF?A; FI9CGGCAL; NCI HONBLI OABY9| B?;
which could reduce the flow of people into the U.S.

However, this approach would likely place upward

pressure on wages and could create demographic

challenges in the future, given that the U.S. already

spffg ,;o[n ageing population  , not to mention what

would happen it he followed through on his threats of

deporting some 8 -9 million illegal immigrants.
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Energy Overall, a Trump victory could potentially weaken U.S.
) ) ) . ) . democracy and lead to increased protectionism and

Biden : Would continue his position on climate -friendly tariffs as the U.S. retreats from globalisation. Individual

policies, reducing emissions, and accelerating the JIFC=C?M91 @92LOGJ} MIQI OF>9CGJ: =N
transition to net zero in line with the Paris Agreement. however, the main market reaction to Trump being

Renewable energy companies and projects would likely elected would likely be higher U.S. Treasury yields due

be a major beneficiary of Biden beingre  -elected for a to many of his policies being considered inflationary. In

second term. addition, the U.S. dollar could see a rally with investors

Trump : Aims to expand the fossil fuel industry and @F | : EC,HAQ Nl 9 NB 29| M; @,? 9 B.; P?H} 9=0l
withdraw the U.S. from the Paris Agreement, reversing uncertainty rises. A Biden victory means continuity in

G?LC=; }MI=1 GGCNG?HNINI 9L?; =89 HYNO%MN: NI HHHPRGNB O F? MMO OHJ L

2050 and making it an outlier among the majority of u.ncer.talnty xan economlc.gnwronment that has
historically led to lower volatility.

nations.

Defence Investors should closely monitor each candidate's
proposed policies and consider the potential outcomes

Biden : Plans to strengthen alliances and provide of a second term for either Trump or Biden, as this will

additional funding to NATO to counter Russia and introduce uncertainty and volatility leading up to the 5

|l BCH; U9L?CH@I L=CHA9NB?93W1We M9 LNovemigredionB? 9| QI LF>} M9

JIFC=?G; H} 9; H>9<?H? @CNCHA9>?@?H=?9; H>9; 2LI MJ; =29
Here are some key considerations for investors who are

equities. i -

monitoring the U.S. and other global elections and
Trump :Intends to avoid new wars and pressure NATO wondering how they should position their portfolios
members to either increase their military spending or accordingly.

face the possibility of the U.S. withdrawing from NATO
altogether, which could lead to a stronger U.S. dollar as

CHP?MNI LMY @FI =E9NI 9| M; @29 B; P?H} i MMBMMWom Investing

Tax "] H} N9F?N9JI FCNC=; FI9PC? QM9 CH@F O~
decisions. Economic sentiments often align with

political affiliations. However, broader economic

conditions - like lower interest rates - are more

impactful on market performance than presidential

policies.

Biden : Likely to increase individual and corporate taxes
once the Trump -era tax cuts expire in 2025, reducing
corporate earnings and potentially discretionary
spending by high -income earners.

Trump : Aims to make the tax cuts permanent,
increasing the budget deficit. Currently, U.S.
government debt is sitting at ~125% of GDP and with no
sign of that improving, the U.S. could see U.S. Treasury
bond yields rise as investors become less certain about Election years usually bring lower returns and higher
the growth and inflation outlook. volatility. As shown in figure 1, U.S. Large Cap stocks
average 9.9% returns in election years versus 12.8% in
non -election years, with volatility at 13.5% and 14.4%,
respectively. Market volatility tends to spike before
elections but stabilises afterwards, with investors
refocusing on fundamentals.

Temporary Market Volatility

The Federal Reserve (Fed)

Biden : Supports the independence of the Federal
Reserve and is likely to re -elect Fed Chair Jerome
Powell in 2026, allowing the Fed to ease monetary
policy once they believe they have brought inflation
sustainably down to their target.

Trump : Seeks to influence the Fed into becoming more

| > PCMB} 9; H>9,; FMI 9L?>0=?29CNM9CH>?J?H>?H=?2U9QCNB9JF; HM9NI 9
replace Jerome Powell when his term expires. This

could result in monetary policy being loosened too

soon, leading to inflation and longer  -term inflation

?RJ?=N; NCI HM9GI PCHA9; <I P?9NB?9=?HNL; F9<; HE} MON; LA?NW9
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Figure 1: U.S. Large Caps - Total Returns and Annualised Volatility (USD) - (Monthly Returns 1937 - 2023)

30%
20%
) I I I I I I I I I
0%
Election Year Non-election year 2012 2016 2020
mLarge-Cap US companies (Total Returns) m Large-Cap US companies (Annualised Volatility)

Source: Morningstar - US Large -Cap Stocks (Monthly Returns 1937 - 2023)

Avoid Market Timing

Timing the market around elections is risky. For example, as shown in figure 2, markets rebounded quickly in 2016
and 2020 after initial election night drops. Sitting out due to election uncertainty risks missing these rebounds.

Figure 2: S&P 500 - Total Returns (USD) Pre and Post U.S. Elections - (Election date = 100)
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Source: FactSet - S&P 500 Total Returns (USD). Data from 1988 - 2021.
Election Outcomes and Future Performance

Market performance under different government configurations often misses larger economic factors like

Gl H?N; LS9JI FC=S9; H>9ALI QNBW9#=1 HI GC=9=S=F?M9>1 H} N9; FCAH9H?; NFS!
strategies on political outcomes. Elections are important, especially the 2024 U.S. election, but the effect elections

have on markets tends to be indirect and delayed. Even if investors are able to successfully predict which candidate

will be elected and the policies they will enact, the timing and magnitude of impact on investment markets is

uncertain. As a result, investors should maintain a disciplined, long -term approach to achieve their financial goals

and avoid reactive decisions that could permanently impair capital.
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Global economic
overview

Tu §QAL Ost [ Gdz OdzLi0 6 qQuw wA3 0t now almostuniversally known the emergence of ALl

. ' 9>LCP?H9| G; C@C—’?HN}QA CHMO (
|~ 9QI OF>H} N9<?9>%; >9@ LIKOC=>M} U %nﬁ%r%%t TH@Haépov?er‘é@dtob‘a?técf@%l&g?étock&""‘
used amongst traders. It is used to express the feeling upwards by 37.2% 14 over the year, and 8.8% over the
that times are so good or so interesting, that you quarter. Indeed, the leading light of this new
QI OF>H} N9 Q; HNONI 9 GCMM9 NB? GWI 0 ? @kRnsidhicdidnhice, Mo, itk A Salue by
quarter and year that have just .passed., we think it is fair 192.0% over the year, and 36.7% in the three months to
to say that what we have experienced in markets has June 30" The irony that the name Nvidia, was derived
been both good and interesting. @L1 GONB?91J: HCMB emitid }>D @l H. 99 MBI SQF

be pronounced as such) should be lost on no one. All of
this in a period that just 18 months ago, had been
expected to include a global recession by some 80% of

With economies and capital markets digesting both the
end of ultra -low interest rates and the aftermath of the
pandemic, we have been traveling through an

environment where adjustments to consumer economists.

behaviour, business models and valuations, have all Of interest, is that this has not occurred against a
<??H91 ==OLLCHAIMCGOFN; H? | OMF S WOy @5t by CaMhacehS, Neirertld oG ot ©
of the investment landscape are interrelated. So, each to simmer globally, the political environment in

el i P St Ut LSSl Rl Ve Western democracies has been increasingly factious,
moving towards a new equilibrium point, wherever that families continue to struggle with cost “of -living
might ultimately eventuate. pressures, and higher interest rates have increased the

cost of debt for businesses and consumers alike. Despite
NBCMU9NB?9=1 HM?HMOM9<?FC? @9 CH9; I
remains intact and possible. General economic activity

remains relatively robust and labour markets, generally

Despite the challenges of the economic environment,
including the burden of inflation on the cost of living,
and the greatly increased cost of debt; markets have

roared ahead, with many reaching all ~ -time highs during i '
the period. _str_ong. _The pnrnary conundrun1 that economies face,
in inflation and interest rates, is the same as what they
Indeed, if we turn our focus to our domestic share have battled since early 2022, when it became clear to
market, as represented by the S&P ASX 300 index, we central banks that inflation was not going to be
have enjoyed gains of 11.9% over the past 12 months 12, | NL; HMCNI LS} U9; MO9B; >9CHCNC; FFSO9 -

albeit fading by 1.2% in the last quarter. International
markets have been even more impressive, gaining
19.0%!3 over the year and 0.5% over the quarter; driven
by the ongoing strength of the U.S. tech sector. As is

12 To the close of business, 30th June 2024
13 As measured by the MSCI All Country World index
14 As measured by the MSCI AC World Information Technology index
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We have commented here previously that inflation and Figure 5: U.S. 10Y Treasury Yield Curve - June Quarter (%)
interest rates were becoming less important for the

outcomes of investments. In this quarter we have some

=F?; L9?R; GIJF?M91 @9 NBCM9 | CH9NB’>9QCF
and 4 below, in Australian equity markets 15an increase in
interest rate expectations has largely driven equity

returns down over the quarter, with some respite in June

as rate expectations settled back. In the U.S. the same
pattern can be observed, with yield curves reflecting
heightened interest rate expectations over the quarter

but a reduction over the month of June (figure 5). Here, a

MBIl Q9 CH9 @CAOL?9[ 9

5.00

Yield (%)
»
3

N
o
o

—_—

gain in earnings counteracted some of the impact of 3.50

rates, resulting in positive returns over the quarter and

the month. Shares were not entirely immune however, 3.00

with advances in price being predominantly generated in IM 2M 3M 4M 6M 1Y 2Y 3Y 5Y 7Y 10Y 20Y 30Y
June, enjoying the tailwind of the hopes of monetary 28/06/2024 e 31/05/2024
easing. = 30/04/2024 —31/03/2024

Source: FactSet, Perpetual Private. Data as of 30 June 2024

Figure 3 : Australian 10yr Government Bond Yield - June
Quarter (%)

With the market now beginning to approach our long -
B?F>9<?FC?@9NB; N9N; LA?N9=; MB9L; N
4.50 @ L9FI HA?L}U9Q?9?RJ?=NONB?9NL?HS>!
risk to hold, with a more cautious approach to easing than

4.60 I

4.40 : many had hoped for. As such, we feel it important to
;\é‘ 4.30 I focus our attention on the conditions that exist within
;’ ) 1 markets. Beneath the surface of those buoyant returns
D 4.20 : over the 12 months are dispersed sector returns. Locally,
> | Financials 1¢led the pack, generating a total return of
4.10 1 29.0%, in stark contrast to Consumer Staples  7which
! declined by 3.7%. Internationally (unsurprisingly),
e I Information Technology  '8was the leading performer
1 )
3.90 1 with gains of 38.8%. Consistent with our domestic
20/03/24 20/04/24 20/05/24 20/06/24 experience, Consumer Staples !°was the laggard, limping
in with only 2.3% over the year. This theme of widely
Source: FactSet, Perpetual Private. Data as of 30 June 2024 different outcomes is something that is occurring
throughout the global financial landscape, both across
Figure 4: S&P/ASX 300 - Total Return (Indexed to 100 - and within asset classes. Clearly, something worth
June Quarter) delving deeper into for anyone with an interest in

financial markets.

Tc At Inpngent Qdz | Lj Gw3 qg Udzt

101 5?29=BI M?9zF?N9NB?G9?; N9=; E?{9; M9

Q?9 @?FNI9CNI9HC=?FS9L?@F?=N?>91 OL9I

3 |

2 100 :

52 1 have-HlI NM} 9 CHO9NB?9=0OLL?HN9?=1HI GC=9
g 99 : landscape. Whilst the expression has popularly been

S 1 attributed to Marie Antoinette (the last queen of France),

g 98 : basic investigation shows that not only is the saying

% : CH=1LL?=N9gNB?9NL; HMF; NCI H9CM9 =F |
g97 1 <LCI =B?}h9<ONI9ONB?L?9; FMI 9;J3JJ37?; LM
Z 9% record of Marie Antoinette ever saying it. Furthermore,

5 the emergence of the expression in French, is not

2 95 1 recorded until 50 years after her death. What is

£ 01/04/24 01/05/24 31/05/24 30/06/24 Particularly interesting about the phrase is that variations

'_

of it have appeared throughout the world at varying
NCG?MU9>OLCHA9J?LCI >M9QB?L?9]| ?FCI|
Source: FactSet, Perpetual Private. Returns are gross of fees and been seen as being out of touch with the rest of society
in AUD. Data as of 30 June 2024 gMI OH>9 @; GCFC; L8§hW9' H>??>U9CN} M9 |
rise of populism over the past decade, is linked to the
L?G?>S9@ LOINB?9%FI <; FO9$CH; H=C; F9!
15As measured by the S&P ASX 300 index ?; MCHA} 9g/ #hW9 HO9OHCHN?H>?>9=| HM'

16 As measured by the S&P ASX Financial Ex -REIT index of QE was that it significantly inflated the price of assets.
17 As measured by the S&P ASX Consumer Staples index

18 As measured by the MSCI ACWI Information Technology

19As measured by the MSCI ACWI Consumer Staples index
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As such, those with the most assets, benefited the most; those
without, not so much. What has made Donald Trump so popular
with his supporters is his ability to so effectively tap into the
discontentment that this has generated. Similar dissatisfaction
can also be attributed to the British Conservative government
being out of power for the first time in 14 years, and a French
election that nearly resulted in the first far right government
since the Second W orld W ar.

Within the current environment, our analysis has identified
numerous examples whereby there has been a disproportionate
outperformance enjoyed by one segment versus another. One
example of this, is when we consider larger companies against
smaller companies (large caps vs small caps). As shown in figure
6 and 7, over the past financial year, big companies have
significantly outperformed their smaller counterparts. Whilst

that is interesting in its own right, it becomes even more
meaningful when we reflect on the fact that over longer
timeframes, small caps tend to outperform their larger

=] OHN?LJ; LNM9g; F<?CNIO9NB?9L?=1L>9CH9

due to structural elements in our market).

Figure 6: ASX Large Caps vs Small Caps (AUD)

120 4

Large Caps outperforming

Similarly, if we consider the experience of rich versus

poor the environment is far more pleasant for the

wealthy than for those without significant earnings or
assets. Banking statistics suggest that whilst the highest
20% of earners have retained the excess savings they
generated during the pandemic, the lowest 20% spent
through theirs many months ago. Additionally, a high
degree of inflation in  essential items, such as food and
energy, finds that average Australian families are
struggling to make ends meet - their spending falling not
only in real terms (adjusted for inflation), but also in
nominal terms.

Tied to similar factors is the experience of old and young.
Along very similar lines, older, asset  -rich people are
enjoying booming asset prices and positive real yields on
their money. Meanwhile younger people are struggling

to meet rising rents, and cost of living expenses, whilst
watching house prices move to levels many see as
unattainable.

All of which might explain the unusual divergence
between consumer sentiment and stock markets. As we
show below, the low level of consumer sentiment, is
normally associated with market crashes. Indeed, it has
only been this low two other times in 30 years. Once in
the immediate aftermath of the Global Financial Crisis,
and once in the early days of the pandemic when
markets dramatically sold off. Now, however, we have
an equity market that is hitting all -time highs, whilst
consumer sentiment has been at low levels for well
over a year now.
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Figure 7: U.S. Mega Cap vs Small Cap (AUD)
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Figure 8. Westpac Consumer Confidence Index X
Australia
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Source: FactSet - Westpac Economics, Melbourne Institute.
Data as of 30 June 2024.
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Headwinds and tailwinds
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In the early stages of addressing inflation, the decision is relatively simple; increase rates until inflation recedes back

NI Q; L>MO9N; LA?N9; H>9GI HCNI L9>; N; 9@ L9MCAHM9I @9 MNL? MMW9 &l Q?P?L U9
the delicate balancing act of maintaining employment and economic activity, whilst not reinvigorating inflation, must

be navigated. All whilst dealing with lagged data and dynamic conditions.

From our perspective, we see a moment in time where there are a number of things that, depending on how they play
out, will either be strongly positive for markets, or strongly negative.

Take, for instance, equity market valuations (Figure 9 & 10). If we consider price -to-earnings multiples as a proxy, we
can see that valuations both in Australia and the U.S. have been above their long -term average for quite some time now.

Figure 9: S&P ASX 300 x Valuation - Price -to-earnings NTM
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Figure 10: S&P 500 x Valuation - Price -to-earnings NTM

P/E Multiple NTM
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Source: FactSet, Perpetual Private. Data as of 30 June 2024

As you can see, valuations have rarely been this high,
outside of the pandemic where monetary and fiscal
stimulus were deployed at scale. Since then, interest
rates have been increased by over 4% in most regions, 12
something that in past environments has led to lower
valuations. Clearly, that is not the case in this instance.
What we are likely witnessing is a degree of hope for an
economic soft landing, but more importantly an
expectation of substantial productivity gains being
generated from A.l. (artificial intelligence). Of course, if
A.l. delivers such benefits in the near  -term, these
valuations may quickly appear cheap, with an
acceleration in earnings, quickly rationalising a

Figure 9. Australia x Unemployment Rate, SA, Percent

=
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premium over the long  -term average. 2
Something which may be closely related to the 0
implementation of A.l. is the labour market. Whilst it Jun-79  Jun-89  Jun-99  Jun-09  Jun-19

remains to be seen, how much, how quickly and in what
way it replaces labour, which is clearly a likely outcome.
Indeed, against a backdrop of tight labour markets and
historically low levels of unemployment (Figure 11), we
see an impressive degree of resilience being
demonstrated by the economy. Should that hold
through to when the RBA is confident enough to reduce
interest rates, this should translate to a buoyant
economic environment. If we remember back to the
pandemic, much effort was made by governments
globally to maintain the connections between
employees and businesses (locally via our ~ JobKeeper
programme), for this exact reason.

Unemployment Rate, SA, Percent - Australia (Left)

Source: ABS. Data as of 30 June 2024
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Of course, one thing that has a large influence on our
own economy but is also important for global growth, is
that of China. As we know, China has been facing strong
economic headwinds as their property market struggles
with a dramatic slowdown that has not only had direct
economic impacts, but has also served to depress

consumer behaviour, adding a secondary effect. That the

Evolution not revolution

As investors, we find it to be a good discipline to adhere

NI 9NB?911 =L; NC=9J; L; >IRW9219J; L
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intellectual humility is key in making rational

decisions in ever changing markets.
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response is curious. The conspiracy theorists among us
wonder if this might change following the U.S.
presidential elections, with President Xi likely preferring
to deal with a unilateral Trump rather than a multilateral
Biden; a strong economy typically favouring the
incumbent. Of course, the official and equally plausible
argument, is that the Chinese Communist Party has
learned from the past and is trying to avoid inflating new
bubbles by throwing money at the problem. Whilst it
remains to be seen whether they are able turn things
around, an improvement here will help support the
global economy, whilst a setback will weigh on global
economic growth, and so the performance of
investments.

It would be remis of us not to mention the rising number
and risk of armed conflicts in the world right now. At the
time of writing, the Israel/Gaza conflict is threatening to
expand, with an increasing frequency of skirmishes
between the Israeli Defence Forces and Hezbollah in
Lebanon. Additionally, Russia has stepped up its attacks
against Ukraine likely to seek the upper hand before a
probable Trump presidency seeks to negotiate a truce,

likely allowing Russia to formally lock in the territories it

holds as one of the conditions. Worryingly, there are
now some 56 29 active conflicts in the world, the highest
since the second world war. Over the past five years,
some 100 countries have been involved in some form of
external conflict, up from 56  2%in 2008.

Of course, these developments are concerning,
particularly when you consider growing Chinese and
North Korean assertiveness. However, we share very
similar views on conflict as what the Future Fund have
recently published in a whitepaper; effectively believing
that outside of major regional conflicts, wars and
geopolitical fragmentation lead to strategic, rather than
tactical, implications (i.e. by placing a higher floor under
inflation). Of course, should we encounter a conflict that
metastasises, dragging in an escalating number of
participants, that would be bad for economies and
investments, not to mention the sad loss of life. This is
unlikely, as these occurrences are hugely destructive
and intrinsically prohibitive. On the positive side, if
Israel/Hamas and Russia/Ukraine settle and recede, it
will be one less thing for markets to worry about, and
whilst not a real burden on returns at present, it would
certainly be positive for sentiment.

Over the coming months, the U.S. presidential election
is certain to heat up. Additionally, developments
relating to inflation and interest rates will swing
markets as participants try to position for likely
economic outcomes. As such, we expect heightened
volatility over the coming months, as sentiment swings
from glass -half -full, to glass -half -empty, and back
again.

There are clearly things to be concerned about, but
there are also many things to be hopeful for, with
probabilities balanced and outcomes wide. Many of the
observations we describe throughout this report, have
the potential to become significant sources of
optimism, but also present the risk of disrupting
markets. Either way these play out, they will be certain
to provide opportunities for keen  -eyed investors.

As always, it remains our key priority to continue to
analyse economic conditions and investments, seeking
to be positioned defensively in tough times, whilst also
being ready to take advantage of dislocations between
price and value.

20 |nstitute for Economics and Peace  x Global Peace Index 2024
21 |nstitute for Economics and Peace  x Global Peace Index 2024
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Australian equities, and indeed most asset classes,
experienced their first dose of volatility for 2024 early in

/' ZU9; M9 @?; LM91 @9| MNC=ES} 9 CHQ@F;
rate cuts in Australia, pressured stocks in April. These
concerns were primarily driven by hotter -than -expected
inflation data, which reignited fears that the Reserve

Bank of Australia (RBA) would be forced to hike rates

after holding them steady since November last year. In
Australia, the market is now 50 percent priced for the

RBA to increase its cash rate targetto a 12 -year high of
4.6% in August, with cuts not currently expected until

late 2025.

Despite positive performance in both May and June, the
ASX 300 was unable to fully recover from the early -
quarter losses, finishing the period down 1.2%. By

market capitalisation, larger companies, as measured by
the ASX 100 (-0.8%), outperformed small caps, as
measured by the ASX Small Ords Index ( -4.5%). Initially,
higher bond yields in April weighed on smaller names,
while later in the quarter, economic growth concerns
further pressured smaller companies, which tend to be
more sensitive to the economic outlook. From an
investment style standpoint, Growth outperformed

Value in the second quarter. Over FY24, on a total return
basis, the ASX 300 returned 11.9%, which is above the 20 -
year average of 8.4%.

On a sector level, performance was mixed, with five of
the eleven ASX 300 sectors finishing the quarter with
positive returns. Utilities recorded the strongest gain
(13.3%), followed by Financials (4.0%), Information
Technology (2.4%), and Health Care (1.9%). In contrast,
Energy ( -6.7%), Materials ( -5.9%), and Industrials ( -4.3%)
were the weakest sectors over the period. Their declines
reflected growing anxiety about future economic

growth, ongoing concerns around the property crisis

and lower growth in China, and the potential impact of
rate hikes on Australian households.
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Figure 12: Australian shares - Large Companies
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Australian Equities  VManager Insights and Outlook

It had already been a strong start to the 2024 calendar
year, with the Australian share market surging to new
record highs x up over 5% for the March quarter (and up
over 14% for that 12 -month period to end March 2024).
With equity markets already having delivered returns
well above historical averages and sustained buoyancy
in markets having already priced in the broader

optimism from investors that rate cuts may be getting
close; we naturally approached the June quarter feeling
somewhat cautious on the near  -term path for equities.
Entering this quarter, we had positioned the portfolio to
be relatively neutral from a style perspective, with a
balanced allocation to both Value and Growth

managers. With greater economic uncertainty, we saw
potential headwinds and tailwinds for both investment
styles. On the one hand, stronger than expected labour
markets with continued wage growth and falling
unemployment rates sparked some concerns that rates
may be kept on hold for longer than expected, or that we
may even see a further rate hike. Against this backdrop

(NAB, CBA, Westpac and ANZ) plus Macquarie Group X
who in aggregate represent close to 80% of the
Financials sector x all delivering stable returns in excess
of the broader ASX 300 index. The potential for rates
staying higher for longer can be seen as a potential
tailwind for banks, which can benefit from higher

lending spreads. Other economic indicators such as
continued tight labour markets and the strength of the
consumer, helps loan demand and credit quality. The
portfolio was under -weight the major banks, which was
one of the primary detractors over the quarter, as was
some of the smaller cap exposures in the broader
portfolio.

As we look forward, we continue to remain cautious on

NB?9H?; L?LIN?LG9J; NB9@ L9?KOCNSOQ
seen a material pull back in share prices, and this is

despite stickier inflation prints, tight labour markets

and the resultant higher for longer interest rate

expectations. From a valuation perspective, the

Australian share market is broadly looking fully priced

and in a relative sense, we believe there is still more

Q?9QI OF>9NSJC=; FFS9@; Pl OL9 G; H; AopdomusiteLaNdBgleatdr marketinefficiertidsd@dide 9

bias. On the flip side, broader economic data was
signalling that rates may have peaked and the perceived
stability in interest rates, a more resilient consumer and
the possibility of near -term rate cuts, we also saw as

of the larger cap index names. As such, our preference
is to retain a slight bias towards SMID (small ~ -to-
G?>COGh9MCT?>9=1GJ; HC? MW9
strong conviction on whether the market will favour
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bias. The portfolio also had a slight bias to SMID (small -
to-medium) sized companies, as this is where we see
stronger opportunities at more reasonable valuations,
particularly given the strong run up in equity markets

the RBA around inflation and the path of interest rates
evolves month by month, and we could (and have)
argued that there may be tailwinds for either style and
as a result, we believe a relatively style neutral approach

NB; N9Q?} P?9M??2H9GI L?9L?=7?HNFS W3is wa9aht&l3i9eh the-eNdrchatding matibddch@nficS 9

overweights were Tech, Healthcare and Consumer
Discretionary stocks, while we remained under
other more cyclical sectors, these being Financials,
Materials, Energy and REITs.

-weight

The June quarter commenced broadly as we had
anticipated. April was notably a tougher month for
Australian Shares, as higher than expected inflation
>; N; 9@O?FF?>9 @7 ;
environment. This combined with escalating
geopolitical tensions and some frothier valuations post
the February reporting season all contributed to a more

landscape. We believe this environment should bode

well for fundamental bottom  -up active managers, who
can take advantage of any near -term volatility to deploy
capital to companies at attractive valuations.
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returns from Energy and Materials stocks, which was

driven by several factors. Volatile oil prices weighed on
energy stocks. Concerns over future demand and

increased supply, coupled with higher input costs (i.e.
labour, machinery, fuel, materials), and continued

regulatory and environmental scrutiny of their

operations, all continued to weigh on these sectors.

Most notably it was the index heavy weights across

these 2 sectors that were the biggest detractors x these
being James Hardie ( -23%), Fortescue ( -17%), Woodside
(-7.5%), BHP (-3.6%), Rio (-2%), and Santos (-1%). We also
saw weaker returns from REITs ( -6%), with the sector
being more sensitive to interest rate expectations and
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Energy, Materials and REITS - contributed meaningfully
to returns over the period. We have also seen broad -
based resilience from the major banks, with the big 4
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International shares continued their positive run in Q2
2024, though momentum was tepid, with the MSCI All
Country World Index  (ACWI) delivering a 0.5% return
in Australian Dollar (AUD) terms. In local currency

terms, however, the index performed much better,
achieving a 3.4% return. The ongoing strength of the
A.l.-fueled tech rally, particularly in the U.S., was a key
driver, with Nvidia adding 36% over the quarter and, at
one point, briefly becoming the largest company in the
world. However, sectors and markets not directly linked
NI 9NB?9N?=BHI FI ASO9M?=NIL9I1 L9|
experienced softer performance.

Large caps outperformed Small  caps during the quarter,
with the MSCI AC World Small Cap Index returning -
3.8%, halting their early 2024 momentum as higher

global bond yields in April and economic growth

concerns later in the quarter weighed more heavily on
smaller names. Unlike the broad rally seen in Q1, the

past quarter saw lagging performance in the UK, Japan,
and the Eurozone, highlighting divergent economic
fortunes as the blend of and success in, taming inflation
and maintaining growth, plays out at varying speeds.

From an investment style standpoint, Growth stocks
outperformed Value, with Growth returning 3.5% 22
compared to Value's -3.9%?3. Sector performance was
narrow, with only three of the el