H N
HOSTPLUS

Economic Update

June 2023 EE:DP%T;§+




k

Greg Clerk

Hostplus Deputy Chief
Investment Officer




Hostplus economic update

What we’ll cover today

Global Economy/Geopolitics
= Inflation

= Global Policy responses

= Domestic Policy responses

=  Wrap up
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Hostplus investment update

Geopolitics
Increasing...

Regional Land Conflicts Climate Cyber
Trade Energy Food Moving away from

Globally Complex
Supply Chains
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Inflation
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A global scourge.
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Why?

$25trn

0
Fiscal expansion Fed balance sheet expansion Nominal GDP (2022)

Source: FRE, BEA, Haver Analytics, Apolio Chief Econormist

Because of Government and Central Banks’ actions.
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Russia Share of Global Commodity Production and Exports

WhY? % Production % Exports

Qil 11.4% 10.0%
S
Copper 4.2% 2.0%
Zinc 1.5% 1.3%
Nickel 43% 4.2%
Aluminum 5.8% 2.0%
Wheat 9.7% _
Corn 1.3% 2.2%

Ukraine Share of Global Commodity Production and Exports
% Production % Exports

Wheat 43% 11.6%

Corn 3.5% 16.4

Because of Supply shocks (war and Covid in China).
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Supply side responses

Commodity Price & Supply Pressures: All [tems

Supply shortages* ll I Price pressures*
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Source: S&P Global.
*multiple of long-run average

A bit short
Global supply-chain stress, composite index

M Demand Short supply
W Stockpiling due tosupply M Staff shortages

Global supply-chain
volatility index

WHO declared ¢
covid-19 a pandemic

1 Stretched capacity

J Under-utilised capacity

I2017I 18 ! 19 I 20 ! 21 ! 22

Sources: GEP; S&P Global

But there’s still alot of cash that can be (and is being) spent.
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So inflation remains sticky
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BLS, Haver Analytics, Apclic Chief Economist

Central Banks (blunt force that you are), are our last hope.



Central Banks are on the case ...
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Australian Cash Rate Target
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Policy Interest Rates
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Main refinancing rate until the introduction of 3-year LTROs in
December 2011: deposit facility rate thereafter.

Source: Central banks.

The big question: how they done enough, or too much?
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US vs. Australia

Australia:

« Mostly floating rate « Mostly fixed rate

« Max. 5 years fixed rate « Max. 30 years fixed rate

« Default doesn’t mean forgiveness « Default means forgiveness

This has huge implications for how interest rate changes are transmitted.



k

US Monetary

policy




Hostplus economic update

In US it’s the banks on the hook ...

$§trn
25
20 Other liabilities, 5.1%
Other assets, 36.5% Borrowings, 11.8%
15
Other consumer loans, 3.9%
Credit cards, 4.3%
Residential real estate loans, 11.1%
10
CRE loans, 12.6% Deposits, 83.2%
5 Cash assets, 13.4%
Treasury and agency securities,
18.2%
0
Assets Liabilities

Loans deteriorating ... and deposits exiting?
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Bye, bye deposits
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And assets (esp. with WFH)?

US Office vacancy rate

< = 9 s = 2

Residential & Commercial assets challenged.

Average age of private nonresidential fixed assets and structures (years;

I Exhibit 16: Stuff is old
1925-2021)

Private non-res fixed assets

Private non-res structures

23
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Source: BEA, BofA US Equity & US Quant Strategy

Maturing US Commercial Property Loans

By lender type
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Percent cumulative assets

90

%

Regional Banks taking the hits
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A US recession is largely inevitable

%QoQ SAAR Real GDP
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Not going to be “soft” landing, but maybe not too “hard” either.
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Sum of extra households saving during
|

COVID : $2.3trn

M Extra savings during Covid
Spent so far: $1.1trn —»

W Personal savings
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Note: Bloomberg, Apall

Still U$1.2T in their kitty to spend ...
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In Australia it’s the borrowers/consumers on the hook ...
FIXED RATE LOAN EXPIRY

(monthly, based only on CBA-originated loans)

Index ®
Source: CBA Expiring fixed

rate loans, lhs
(2020 average = 100)

450 |-

= e 41 3.0
Cash rate
at roll-off, rhs
Cash rate
at origination®, rhs

300 1 2.0

Already rolled-off
fixed-rate loans,

180 |- 1.0

Tt i

0 ol
Jan 20 Jan 21 ~Jan 22 Jan 23 Jan 24

* Weighted average of prevailing cash rate at origination based

on amount of fixed rate loans at different terms expiring in each month

0.0

Fixed rate loans becoming floating rate at higher rates = stress
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Which is the point of higher rates, unfortunately ...

Annual headline inflation and annual wages growth

Inflation

Wages
growth

Real
wages
wth

Jan'00 Jan'10 Jan '20

ro
Chart: Michael Read * Source: Australian Bureau of Statistlgcs;
Reserve Bank of Australia » Get the data

Australia - Labour Gap

66%
64%
62%
60%
58%
56%
54%

52%

50%
2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022
mEmployment Job Openings =——Labour Force

Source: Foctset, JANA

Wage growth hasn’t been the problem. But the RBA doesn’t want it to become one.
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RBA targeting “excess savings” and home wealth too

Household Income and Consumption*

Australian Housin
Real, year-ended growth | % € _
Consumption 8 20% 12.0%
/ \/f e 0 10.09
W v 1\ 80%
Disposable income : N ,
4 -8 ) 8.0
' 60%
Saving ratio A % 40% | 6.0%
e 20% " ‘ ,
J ‘\J\ ~ ﬂ 4.0%
™ M !\ |8 0% v f‘
TR ICAN a7 / 2 0
1 /) — 0%
\,’\AH/\\ A M/ 0 20% \
~ 1 wi ‘\‘T
40% 0.0%
I T T T O A A A O I A A O A I A - » ) - . ) o
1992 1998 2004 2010 2016 2022 2003 2006 2009 2012 2015 2018 2021
*  Household sector includes unincorporated enterprises; disposable ey Loan Commitments New Dwelling Approvals
?ec:r.;‘:i;zc;.:ermammm R P —Standard Variable Mortgage Rate (RHS) Source: FaCtset/JANA

Sources: ABS; RBA.

It’s working ... but has the RBA done enough, or too much?
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China not rebounding as we’d like ...

China - Economic Indicators™

index Retail sales
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for beet, which uses the Australlan doliar price.

Sources: Bloomderg. MLA; RBA; RefinRiv,

January 2019 = 100; Indices produced using the US dollar price, except

Which is good for inflation, though not for our resources.
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GDP — expect a bumpy 12 months but OK thereafter

Bloomberg Aggregated Economic Forecasts Bloomberg Aggregated Economic

(Real GDP Annual Growth %) GDP QoQ% SAAR)

3.0
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Forecasts (Real

1.0

. I

0o I - .II_.lIl llll
1 |

World

Eurozone Japan China Australia -1.0

us UK Eurozone Australia

B Q422 Q123 mQ223 Q323 mQ423 Ql 24 mQ224 mQ324

W 2022 w2023 w2024 = 2025

Source: JANA / Bloomberg

Source: JANA / Bloomberg

Provided Central Banks haven’t gone too hard.
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Some positive signs on Inflation

Figure 1. Harmonized Headline HICP Inflation in the G7
All items, HICP basis (Year-on-year percent)
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Maybe Central Banks are getting it right ... or maybe it is too soon.
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Also in Australia, CPI is moderating

All groups monthly CPI, Australia, annual movement (%)
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Only +1.9% since Xmas.
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Conclusions

« Central banks are trying to lower inflation by reducing consumption, however,
economic conditions remain robust, particularly as they relate to the
consumer.

« Reducing consumption is closely linked to the health of the labour market.

« US economy continues to be resilient but now slowing and recession-bound.

« Reopening China following COVID was expected to deliver a bounce in global
economic activity, the impact to date has been modest at best.

« The Australian economy continues to show resilience. After pausing in April,
the RBA has since tightened twice more citing persistently high inflation,
wage growth and a modest rebound in house prices — all of which are
counter to what the RBA wants to achieve.

« But maybe they’ve done enough as CPI seems to be reducing ...
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Important information

This information is general advice only and does not take into account your personal objectives, financial situation or needs. You should consider if this
information or advice is appropriate for you in light of your circumstances before acting on it. Please read the relevant Hostplus Product Disclosure Statement
(PDS), available at www.hostplus.com.au before making a decision about whether to acquire or continue to hold a Hostplus product or service. For a
description of the target market, please read the Target Market Determination (TMD), available at www.hostplus.com.au. Past performance is not a reliable
indicator of future performance and should never be the sole factor considered when selecting a superannuation fund.

Issued by Host-Plus Pty Limited ABN 79 008 634 704, AFSL 244392 as trustee for the Hostplus Superannuation Fund (the Fund) ABN 68 657 495 890, MySuper
No 68 657 495 890 198.

Contact Hostplus — Customer Service Consultant

Online: hostplus.com.au/help/online-enquiry

Post: Locked Bag 5046, Parramatta NSW 2124

Email: Superannuation accounts: info@hostplus.com.au

Pension accounts: info@hostpluspension.com.au

Phone: Monday to Friday, 8am-8pm AEDT/AEST Superannuation accounts: 1300 467 875

Pension accounts: 1300 348 546.



Thank you




