Market Update — 2024 wrap and outlook

Asset class total return to M 3M 6M 1Y 3Y 5Y Current
31/12/2024 (%) (%) (%) (%) (%p.a.) (%pa) Yield (%)
Cash 0.4 1.1 2.2 4.4 33 2.1 4.4
Fixed Term Deposits 0.4 1.2 2.4 5.0 3.4 2.2 49
Australian Bonds 0.5 -0.3 2.7 2.9 -0.8 -0.2 4.5
Australian Bank Hybrids 0.5 1.2 3.5 7.2 3.6 3.5 5.2
Australian Property -5.8 -6.1 7.3 17.6 3.2 6.0 3.4
Australian Shares -3.2 -0.8 6.9 114 7.4 8.1 35
Global Shares (unhedged) 2.6 12.1 14.7 31.2 12.2 14.1 1.7
Global Infrastructure (hedged) -5.3 -2.4 9.2 11.9 2.4 2.9 35

Total returns and yields are before franking credits and fees. Source (in order): RBA cash rate, 12M Bank term deposit, Bloomberg Austbond
Composite Index, Solactive Aust Banking Preferred shares Index, S&P/ASX 300 A-REIT Index TR, S&P/ASX 200 TR, MSCI World ex-Aust unhedged TR,
FTSE Developed Core Infrastructure 50/50 hedged TR.

Financial indicator movement to 1M 3M 6M 1y 3Y 5Y

31/12/2024 W e meal e
AUD/USD (cents) -0.03 -0.07 -0.05 -0.06 -0.08 -0.13 0.62
Aust. 10-year bond yield (bps) 0.00 0.40 0.04 0.41 2.57 1.75 4.37
Gold USS/ounce (% p.a.) -1.1% -0.4% 128% 27.2%  26.4% 15.7% 2,624
Brent oil USS/bbl (% p.a.) 2.3% 4.0% -13.6% -3.1% 1.6% 6.7% 75

Iron ore USS/t (% p.a.) 1.5% 10.6% -2.8%  -23.5% 3.6% 7.6% 104

Copper USS$/pound (% p.a.) 23%  -113% -92%  2.7%  102%  9.5% 3.99

Source: Refinitiv. Note: Past performance is not a reliable indicator of future performance.

Cash and Term Deposits

The Reserve Bank of Australia (RBA) maintained the official cash rate at 4.35% for the entire year. Headline inflation
(2.8%) has fallen below the RBA's target range of 2.0-3.0% but core inflation (3.5%) remains above the range and has
prevented the RBA from easing rates in 2024. Core inflation is expected to retreat to 3.0% in 2025 and the RBA could
begin to cut the official cash rate from February 2025. Fixed term deposits rates are already easing in anticipation of
rate cuts ahead.

Australian Bonds and Bank Hybrids

Australian bond yields drifted below 4.0% for most of 2024 before a December quarter rally saw a rebound to the
4.5% level. Bond yields had been falling as G7 countries lowered cash rates, but a Trump election win in November
2024 raised concerns regarding tariffs (inflation) and lower taxes (US budget deficit). Rising bond yields lead to lower
bond prices hence bond funds finished the year with modest returns around 3.0%.

Hybrid and subordinated debt funds had a strong year returning between 7.0-9.0% p.a., depending on franking
credit levels. Cash reference rates remained relatively attractive for most of the year, while Bank profitability and
capital ratios remained sound. In addition, news that APRA intends to phase out the $43bn Bank hybrid market by
2032 has added to the scarcity value of Bank hybrids. It is likely that Bank subordinated debt will replace Bank
hybrids over the next 7 years.
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Australian Property

Australian listed property produced a total return of 17.6% for the year. The sector continues to recover as economic
activity remains reasonable and interest rates remain stable. Industrial and Retail continue to be the leading property
sectors but there is hope for Office and Residential, if interest rates ease as expected in 2025. The listed property
sector has been somewhat supported by the strong performance of Goodman Group (GMG), which now represents
39% of the property index but is viewed more as a growth stock than a traditional REIT. This means the traditional
Vanguard property index has lost some yield and diversification benefits and we may consider switching to a more
diversified index in 2025.

Australian Shares

Australian shares produced a solid return of 11.4% but continue to lag US equities by a fair margin. This is primarily
because of a large bias to Resource & Energy stocks, which are currently struggling for earnings growth. Financials
and Technology stocks dominated returns in 2024, despite Australian Banks currently generating low single-digit
earnings growth. Resources remain in the doldrums on worries over China and US tariffs, but we wouldn’t be
surprised to see China turnaround in 2025 and for the mooted US tariffs to be watered down. With an RBA interest
rate easing cycle due in 2025, we expect a broadening in market performance (outside of Financials and Technology)
and remain positive on the outlook for Australian Equities.

Global Shares (unhedged)

US equities continue to outperform most international markets with a total return of 36% over 2024 versus 17% for
ex-US equities. Global shares (unhedged) returned 31%, with the US now representing a sizeable 75% of the global
index. Financial and Technology stocks dominated returns in 2024, and one wonders whether the good times can
continue into 2025. Clearly the US market is rallying on enthusiasm for Trump’s pro-US policies plus the Fed’s easing
cycle but there are clear risks that inflation could make a comeback. One positive is that the US market doesn’t seem
ridiculously priced trading on a 2025 P/E of 21.5x, considering market forecasts for 13-14% EPS growth. It could be
that market breadth expands over the year, which should provide support for the overall market. Overall, we remain
reasonably bullish on expectations of a global growth recovery, as interest rates ease, but US trade policy remains a
clear risk ahead. Investors will also need to be conscious that the AUD/USD is currently at relatively low levels and
that any rally could detract from unhedged returns, moving forward.

Global Infrastructure (hedged)

Global Infrastructure had a reasonable run during 2024, as global activity continues to recover from the COVID
pandemic and interest rates eased. That said, a late rally in bond yields and the USD hurt performance in December
with returns finishing around 12%. A reasonable result but still lagging property in the short to medium term.

Global wrap

Global shares (unhedged) had another strong year, led by US equities and weakness in the AUD/USD. The soft-landing
scenario became clear during the year, as inflation and cash rates eased. Towards the end of the year, a Trump win in
the US Presidential election only added to bullish sentiment towards US equities and the USD and negativity towards
China and commodities.

However, the bond market is not quite as enthusiastic about a Trump Presidency which might bring risks to inflation
(tariffs) and the US budget deficit (lower taxes). Bond yields rose towards 4.5%, meaning bond prices fell. This is
leading to muted returns from bond funds.

The US Federal Reserve (the Fed) also seems to be stepping back from rate cuts with the Fed likely to hold the cash
rate at 4.25-4.50% in the short term. The market expects the US cash rate to only move down a little to 4.0% during
2025.

Sentiment towards China is currently negative on worries over looming US tariffs on Chinese exports. However, the
Chinese central government has been steadily rolling out internal stimulus and we wouldn’t be surprised to see the
mooted tariffs on China watered down after negotiation. In the meantime, softer commodity prices are a positive for
the inflation outlook but a negative for Australia and the AUD/USD. We expect China to outperform expectations
during 2025 on internal stimulus and a general recovery in global activity, as cash rates ease.
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Australian wrap

The economy slowed to less than 1% growth during 2024 but nonetheless remains positive. It seems that
government spending is providing key support for the economy but could also be keeping core inflation relatively
high.

The RBA has refused to cut the cash rate even though headline inflation has fallen to 2.8%, below the RBA’s 2.0-3.0%
target range. Instead, it is focused on core inflation which at 3.5% is still too high for the RBA. The Federal
government is becoming more desperate for rate cuts as a Federal election looms by May 2025.

The good news is that a set of monthly and quarterly inflation figures are due in January 2025, which should show
inflation continuing to ease. If so, the RBA is a chance of beginning the easing cycle in its first meeting of the year in
February 2025, or more likely the next meeting in April 2025.

Negative sentiment towards China has seen general weakness in commaodities, which has led to Resource and
Energy sectors underperforming. The positive is that weaker commodity prices should help inflation ease further and
this is a positive for the broader market. And as mentioned above, we think China will outperform expectations as
the year progresses. Accordingly, we see good value in Australian Resources at the moment.

The AUD/USD surprisingly fell 6 cents over the course of 2024, which mostly relates to strength in the USD, post the
Trump election win. This was surprising because the RBA held interest rates steady during the year, while the Fed
began to cut interest rates in the second half of 2024. We still view the AUD/USD as oversold at current levels and
expect a recovery during 2025. Our view is that the RBA easing cycle is unlikely to lead to further weakness as this is
already priced into cash and bond markets.

Outlook

The main issue for 2025 seems to be: what does a Trump Presidency mean for geopolitics, global trade, inflation and
the US budget deficit? Many of the narratives sound negative but actual outcomes are hard to predict. In addition,
an easing cycle underway in most major countries is a general positive for global growth. We think an easing in
inflation and interest rates will generally outweigh any potential negatives from Trump’s policies but clearly a major
risk is Trump’s policies having unintended consequences.

While the US equity market has had a strong rally over the past 2 years, market multiples don’t seem extreme and a
broadening out of market performance (away from Financials and Technology) could support the market in 2025.
We also expect China to outperform negative expectations.

Overall, we remain positive on the outlook for global growth and company earnings in 2025.

Key known risks
The RBA continues to delay rate cuts on inflation concerns;
China continuing to disappoint on growth;

Trump Presidency and its implications for global trade, inflation and the US budget deficit; and

ol N o

Geopolitics and/or climate change events impacting global trade and financial markets.

Next key events
e US President inauguration — 21 January 2025
e US Federal Reserve meeting — 29 January 2025
e Australian December quarter/month CPI— 29 January 2025

e  RBA meeting — 18 February 2025

®  Australian Federal election — due before 17 May 2025
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Bill Keenan

Portfolio Manager, Sunbird Portfolios

Bill Keenan is the founder of Sunbird Portfolios. Sunbird provides independent advice
to leading financial advisers across Australia.

Bill has over 30 years’ experience in financial markets and holds a Bachelor of
Business in Accounting and a Graduate Diploma in Finance and Investment.
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Warnings, Disclosures and Disclaimer
Date issued: Thursday, January 9, 2025
This document is provided by Sunbird Portfolios Pty Ltd (Sunbird) | ABN 91 620 481 218 | AFSL 503266.

Warnings

Any advice provided in this document is general in nature only and does not take into consideration your objectives, financial situation or
needs. Before acting on the advice, you must consider whether it is personally appropriate considering your financial circumstances or
should seek independent financial advice on its appropriateness. Past performance is not a reliable indicator of future performance.

Disclosures

Sunbird DOES NOT accept fees or gifts from companies or product issuers. Sunbird and its respective officers may have an interest in the
financial product of any entities referred to in this material. See www.sunbirdportfolios.com.au for a list of Director shareholdings. All views
expressed in this report accurately reflect the author’s personal views about the subject investment theme and/or company securities.

Disclaimer

The material in this report has been obtained from sources reasonably believed to be true and neither Sunbird nor its associates make any
representation or warranty concerning the accuracy, or reliability or completeness of the information or the performance of the companies
or portfolios referred to in this report.

Any opinions and/or recommendations expressed or implied in this material are subject to change without notice and Sunbird is not under
any obligation to update or keep current the information contained herein. References made to third parties are based on information
believed to be reliable but are not guaranteed as being accurate. Every attempt has been reasonably made by Sunbird to verify the
accuracy of the information contained in the report. Sunbird, its associates, officers, directors, employees and agents are not liable for any
errors or omissions (except any statutory liability which cannot be excluded) in connection with this report. Except for any liability which
cannot be excluded, Sunbird, its directors, employees and agents accept no liability or responsibility for any loss or damage of any kind,
direct or indirect, arising out of the use of all or any part of this report.

This report is intended for certain recipients only. It is confidential and may contain information which is privileged or personal. If you are
not an intended recipient, you must not disclose or use this report for any purpose. If you have received this report in error, please call us
and then destroy the report or delete it from your computer system.

COPYRIGHT © 2025 Sunbird Portfolios. This report is subject to copyright. Except for the temporary copy held in a computer’s cache and a
single permanent copy for your personal reference or other than as permitted under the Copyright Act 1968 (Cth), no part of this report
may, in any form or by any means (electronic, mechanical, micro-copying, photocopying, recording or otherwise), be reproduced, stored or
transmitted without the prior written permission of Sunbird. This report may also contain third party supplied material that is subject to
copyright. Any such material is the intellectual property of that third party or its content providers.
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