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September 2023 Quarter Fund Review

Gains, pains and

oil gains

Investors entered the quarter
optimistic that the US Federal
Reserve had orchestrated a soft
landing for the economy, and that
the era of policy tightening would
soon end. That enthusiasm withered
over August and September as the
prospect of a sustained period of
higher interest rates sank in. The
29% rise in oil prices didn’t help.

1. Higher rates here to stay

Central Bank President Christine
Lagarde vowed to set borrowing
costs as high as needed and leave
them there until inflation is back

to its goal. Following the comments,
two-year Treasury yields - the most
sensitive to policy expectations -
hit the highest level since 2006.

Higher rates are here to stay —

that’s the message from monetary
policymakers across the globe as they
gathered for their annual talkfest at
Jackson Hole. Federal Reserve Chair
Jerome Powell said the US central
bank is “prepared to raise rates further
if appropriate”, while the European

Chart 1: US 2-year bond yield and Fed interest rate (%)
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2. Stagflation fears for Europe and the UK

Elevated oil prices and weak economic
data from Germany reignited stagflation
concerns across the euro area, causing
European stocks to extend their slide.
The Stoxx 600 index fell 5% in the
quarter. Brent crude prices approached
$90 per barrel after the largest OPEC+
oil producers extended their supply
cuts to year-end. The weakness in
Europe and deepening signs of an
economic slowdown in China also put
pressure on equities in the US. The
eurozone and UK are wrestling with
recession risk, which markets had
forgotten about three months ago.

Chart 2: Oil prices pressure inflation (USD/barrel)
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3. China’s property-induced slowdown

The property sector is a key part of
the Chinese economy, accounting

for 30% of GDP and 70% of household
wealth. House prices have been on

a downward trajectory, with unofficial
sources indicating 15-25% slowdown

in Tier-2 and Tier-3 cities. The slowdown
in sales has put pressure on developer
cashflows, with Country Garden, the
largest developer, under bankruptcy
clouds. Any further signs of stress in the
property market will have a detrimental
effect on consumer confidence.

Initially, investment markets expected
substantial stimulus measures when
signs of weakness emerged in Q2.
However, during their July politburo
meeting, the People’s Bank of China
(PBoC) opted for more targeted fiscal
stimulus across specific sectors and
smaller policy measures.

The Chinese government is
prioritising boosting consumer
sentiment and spending over
pursuing indiscriminate growth,
especially given the significantly
higher Chinese government debt
compared to previous periods of
stimulus, such as the Global Financial
Crisis (77.7% of GDP vs. 29.3% in 2007).

Chart 3: Chinese house prices (yoy%)

Source: Bloomberg
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Australian E qu ities
Chester High Conviction Fund -119% 890% 14.71% 976%
[ Pendal Focus Australian Share Fund -0.36% 1358% 113% 709% 874%
Q u a rt e r I Rev I eW WaveStone Australian Share -101% 1.36% 1.78% 691% 890%
Alphinity Sustainable Share -1.26% 1.08% 899% 709% 830%
Selector Australian Equities 427% 1.37% 590%
Selector High Conviction Equity A -103% 14.71% 432% 4.45% 1060%
Pendal Australian Share SMA -162% 12.20% 1.02% 6.32%
S&P/ASX 200 Accumulation Index -0.77% 13.46% 11.00% 6.67% 7.43%
Ophir Opportunities Fund 008% 17.36% 943% 1213% 1676%
Fairview Equity Partners Emerging Co -210% 12.42% 510% 716% 793%
QVG Opportunities Fund 758% 1150% 744% 535%
Chart 4: Consumer discretionary stocks outperform in reporting Des.p|te a sIOW|.ng demand Pendal Microcap Opportunities Fund 183% 535% 6.50% 042% 1360%
season as results better than feared environment with hoqgehold budgets Spheria Australian Smaller Companies a5 . 400 600 o
squeezed on cost of living pressures
10% . DNR Emerging Companies Fund -2.30% 218% 12.85% 10.50%
and higher mortgage repayments,
- A the consumer discretionary sector S&P/ASX Small Ordinaries Accumulation Index -1.94% 6.85% 2.57% 1.63% 5.13%
f \ A has been one of the better performers
6% AL A over the last quarter. Through August,
. . /_/\ / \/\ retailers reported on softer trading Ke oints
’ /\/\/ W V\ conditions, though not the material YP
2% - V/ drop off that some investors had been Aft ; tart to the i Al The Australi ot al q Small q ‘ 4|
. - - ralian mar -Sm nderperform r
[\ /\/\/\/ anticipating, leading to a rebound er a strong start to the financia e Australian market also could all caps underperformed large
0% , , , , , , , , | across much of the sector year in July, the Australian equity not escape the key macroeconomic cap Australian equities and now
\ J ' market lost ground over August driver of a further rise in long bond trail large caps by more than 6%
2% and September to finish slightly yields in response to economic data over the last 12 months.
» lower over the quarter. that has continued to surprise in
’ a positive manner. This led to a de- — Spheria Smaller Companies was
6% - August’s full year reporting season rating in P/E multiples, particularly a slight laggard compared to the
30/06/23  14/07/23  28/07/23  11/08/23 25/08/23 8/09/23 20/09/23 6/10/23 was a key driver of individual stock for longer-duration growth sectors benchmark, though the standout
performance in the quarter, with a of health care and IT, which was QVG, which outperformed the
ASX200 @ Consumer Discretionary high level of price volatility following underperformed in September. SmaIIOOrds AyccumuIann Index
Source: Bloomberg the release of company results. by 95%. QVG's returns were on the
On aggregate, full year results were - The sharp rebound in the oil price back of an exceptionally strong
reasonable amid a backdrop of was another key driver for the reporting season in August, with
- . L . . - . tighter financial conditions, however market, which led to energy leadin solid attribution from the fund’s
Chart 5: ASX 200 forward dividend yield now in line with long bond yields The forward dividend yield of the 9 ) . gy leading . .
the dual headwind of higher labour the way from a sector perspective. largest holdings in the month.
ASX 200 has contracted over the .
o . and interest costs was a key
8% last 12 months, primarily due to falling .
. takeaway. While results were largely — For the quarter, our large cap
dividend forecasts from the resources - ; .
7% . ) in line with expectations, analyst managers generated returns that
sector on softer commodity prices. . - .
Combined with the sharo rise in lon downgrades to FY24 profit forecasts were broadly in line with the
6% , P 9 highlighted the more challenging benchmark ASX 200 Index.
bond yields over the last two years, )
. . environment for the next 12 months. The performance of our more growth-
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. . ) oriented managers, Selector and
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forward yield of the ASX 200 Index, ) o
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International Equities
Quarterly Review

The tech-heavy Nasdag 100 has
dropped 5.8% in September, a back-

Chart 6: Lofty tech valuations - Nasdaq PE (annual earnings multiple)

Source: Bloomberg

to-back loss and its worst monthly 45
showing of 2023, as high-flyers such A
as Tesla Inc. and Microsoft Inc. 40 '
stumble. Even with the pullback, the
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index is trading at more than 31 times
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The approach of crude toward SUS100 Chart 7: Oil prices pressure inflation (USD/barrel)
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International Equities Performance Table 3m 1yr p.a. 3yrp.a. 5yrp.a. 10 yr p.a.
WCM Quiality Global Growth 413% 17.75% 7.35% 12.89% 15.95%
Royal London Concentrated Global Equity Share Fund 2.80% 35.83% 2149% 15.14% 1414%
MFS Concentrated Global Equity Trust (Wholesale) -4.58% 15.89% 852% 866% 12.42%
MFS Global Equity Trust -386% 1610% 841% 787% 117%
MFS Fully Hedged Global Equity Trust -576% 12.46% 546% 506% 859%
Barrow Hanley Global Share Fund -0.35% 2191% 16.68% 1049%

Loftus Peak Global Disruption -193% 3375% 861% 1326% 14.91%
Munro Climate Change Leaders -354% 757%

Impax Sustainable Leaders Fund A -582% 16.13% 6.53% 800%

Pengana WHEB Sustainable Impact -6.85% 11.35% 171% 432% 428%
Stewart Investors Worldwide Sus-Class A -887% 1069% 246% 5.20%

ClearBridge RARE Infrastructure Income - Unhedged -788% -0.95%

ClearBridge RARE Infrastructure Income - Hedged -921% -4.62% 378%

ClearBridge RARE Infrastructure Value - Unhedged -5.34% 368% 894% 7.31% 857%
ClearBridge RARE Infrastructure Value Fund - Hedged -6.96% 066% 6.29% 5.20% 6.46%
Artisan Global Discovery 013% 16.26% 348%

MSCI AC World ex Aus (SA) -0.37% 20.45% 10.67% 8.96% 1.72%
CC Redwheel Emerging Markets Fund 2.21% 11.09% 2.86%

Fidelity Asia -165% 1383% 517% 741% 1218%
GQG Partners Emerging Markets Equity Fund 540% 1854% 476%

MSCI Asia-Pac Ex Japan (SA) -2.05% 10.53% -0.93% 1.93% 4.81%
Quay Global Real Estate Fund (Unhedged) -2.21% 5.28% 6.37% 412%

Quay Global Real Estate Fund (AUD Hedged) -4.30% 118%

FTSE EPRA Nareit Developed Index (SA) -2.63% 2.33% 5.14% 2.01% 6.86%

Key points

- The MSCI World Index fell by 3.8%
in the quarter. The S&P 500 index
finished the quarter down by 36%
while the Nasdaq fell 41% after
gaining 12.8% and 16.8% in Q2 and Q1
respectively. European shares again
underperformed the US with the
Euro Stoxx index down by 51%.
Energy was by far the best-
performing sector and the only
one that increased over the quarter.
Utilities, on the other hand, trailed,
hurt by higher bond yields.

- Emerging market (EM) equities were
down 3.7% over the quarter led by a
4.3% slump in Chinese equities and
a 5% drop in Mexico. China’s growth
recovery remains weak and policy
measures remain small and targeted.
This has particularly affected our
Asian equities fund Fidelity.

— The Australian dollar fell 34% against
the US dollar, euro and to a lesser
extent the Japanese yen. Our
currency was up against the UK
pound. Global funds that were
unhedged therefore benefited.

- The rise in bond yields over the
quarter weighed on performance.
This was particularly the case for
our more growth-oriented funds
such as Stewart Investors and for
our infrastructure funds, where the
allocation to utilities is high, such
is the case with ClearBridge.

- Stewart Investors largest holding in
the quarter was Fortinet, a company
that provides cybersecurity solutions
and services. The company fell by
22% in the quarter on signs IT
budgets are being reallocated toward
artificial intelligence spend and away
from cybersecurity.
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Chart 8: Real yields soar (%) A
Benchmark 10-year real rates climbed

30 to the highest level since 2009 in the
quarter. Sustainably high real rates
serve to tightening financial conditions
20 - an oft-stated goal of the US Federal
Reserve Chairman. More expensive
funding costs increase the cost of

10 doing business and put pressure

on the likes of technology shares
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Source: Bloomberg

Fixed Income Performance Table 3m 1yrp.a. 3yrp.a. 5yrp.a. 10 yr p.a.
Perpetual Credit Income 199% 767% 351% 319% 374%
Perpetual Ethical SRI Credit 166% 7.82% 343% 2.88%

Bentham Global Income Fund 132% 345% 325% 2.31% 414%
Alexander Credit Income Fund 1.76% 665% 496%

Realm Short Term Income Ordinary 162% 5.39% 2.80% 277%

Realm High Income - Wholesale 187% 1012% 376% 413%

iShares Core Composite Bond ETF -0.31% 149% -4.04% 0.21% 214%
Bloomberg AusBond Bank Bill Index 1.08% 3.56% 1.36% 1.28% 1.73%
Bloomberg AusBond Composite Index -0.28% 1.61% -3.92% 0.34% 2.29%
PIMCO Global Credit W -2.29% 1.26% -4.39% -0.39% 214%
PIMCO Global Bond Fund - Wholesale Class -150% 170% -4.03% -006% 264%
PIMCO ESG Global Bond Fund - Wholesale -181% 081% -449% -034%

T Rowe Price Dynamic Global Bond Fund -044% -7.39% 042% 161%

Barclays Global Aggregate SA (Hdg) -2.14% 0.53% -4.55% -0.24% 217%

Chart 9: 2-year yields highest since 2006 (%) While individuals are piling into
cash, for many portfolio managers

the debate now is about how far to

go in the other direction. Two-year

bond yields above 5% haven't been

12 17 this lofty since 2006, while 10-year

yields eclipsed 4.5% for the first time

g wriy since 2007. Is it time to buy longer
dated bonds?
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Key points

- Government bond yields rose in the

quarter, mostly in September, and
yield curves steepened as short-term
rates rose less than longer term
yields. This reflected the resiliency
of the economic data coming out of
the US in particular. This had a
negative impact on the funds that
had a high allocation to duration
such as WAM Australian Bond Fund
and the PIMCO Global Credit Fund.

- 10-year government bond yields

rose by 46 basis points in Australia,
on still high inflation, and by 73 basis
points in the US - the largest
quarterly jump in a year. The US
Federal Reserve raised rates once
over the quarter, taking the official
interest rate to 55%. Germany’s
10-year bond yield rose to 2.8%,

its highest in 12 years. Japan’s bond
yield nearly doubled to the highest
since 2013, albeit to just 0.76%.

- The increase in yields weighed
on investment grade credit where
duration risk is higher. In contrast,
high yield credit benefited from higher
yields. The rise in yields benefited
our floating rate credit funds such
as Perpetual Credit Income and the
Realm High Income Fund.

- Our liquidity funds, Realm and
Alexander, performed in-line with
expectations for the quarter.
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Quarterly Review

Chart 10: Private Equity take privates on track to exceed $150bn
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With heightened public market
volatility throughout recent years,
more and more companies are moving
toward private markets. Declining
public market valuations and the

rise of private credit funding sources
has enabled PE funds to hunt for
opportunities in public companies
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60 at depressed valuations. Year to date
$100 there has already been 76 take private
40 transactions with total value of take
private transactions on track to exceed
$50 o0 | $150 billion for the third straight year.
Notable take private examples in 2023
50 s1e31 iy °0 ‘ S0 [ 5139 o include Weber Inc’s deal with BDT
Capital worth $3.7bn.
2014 2015 2016 2017 2018 2019 2020 2021 2022  2023*
@ Deal value ($B) (L) Deal count (R)
Source: Pitchbook
*“Year to date
Chart 11: Private credit continues to fill the gaps left from bank The recent struggles within the US
banking system from notable collapses
120 of SVB, Signature Bank and First
Republic coupled with deposit flight,
100 o8 99 higher funding costs and losses on
» legacy asset portfolios has further
80 —— — constrained the ability of traditional
66 . lenders to provide credit to corporate
60 5 — %8 borrowers. As a result, private credit
4y o, 4 48 4TQ 47 funds are finding greater opportunities
to w0 33 f MF BN N N &N N §F | 38

to step in to fill the void left by

the traditional banking system.

The number of private credit deals
continues to grow with above average
numbers of deals taking place for all

of 2022 and into the beginning of 2023.
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Alternatives Performance Table 3m 1yrp.a. 3yrp.a. 5yrp.a. 10 yr p.a.
Hedge Funds

Munro Global Growth Fund -296% 274% 077% 6.36%

Tiger Global Hedge Fund ** 6.95% 827%

L1 Capital Long Short Fund 140% 2291% 26.03% 16.19%

Infrastructure

Morrison Growth Infrastructure Fund * 212% 757%

Morrison & Co Infrastructure Partnership ** 9.83% 18.03%

Macquarie Private Infrastructure Fund ** 141% 6.27%

Private Debt

Merricks Capital Agriculture Credit Fund 261% 10.76%

Aquasia Enhanced Credit Fund 193% 856% 545% 514% 599%
Merricks Capital Partners 219% 910% 882% 967%

Realm Strategic Income Enduring 252% 9.28% 6.87%

Partners Group Global Income Fund 467% 16.27%

Private Equity

Spire Oaktree Opps XI (AUD) Frst Cls * 1.73% 1091% 829%

Alium Alpha Ordinary * -220% -503% 780% 8.36%

Partners Group Global Value Fund * 248% 10.89% 1348% 172% 1200%
Hamilton Lane Global Private Asst (AUD) * 184% 11.70% 16.71%

Hamilton Lane Global Private Asst (Unhedged) * 194% 1709%

Property

Barwon Healthcare Property Fund 0.78% -919% 500% 6.24%

Charter Hall Direct Office Fund -2.83% -9.21% 548% 7.35%

Charter Hall Wholesale Property Series 2 -249% -128%

Venture Capital

StepStone Secondaries Fund V *** -457% 476%

*Performance as at 30 June 2023.

**Performance as at 31 July 2023.

*Performance as at 31 August 2023.  "*Performance as at 31 March 2023.

**Performance as at 31 December 2022.

Key points

Hedge Funds

- Equity long short manager L1 Capital
Long Short finished the quarter 14%
against the backdrop of a volatile
market environment. During the
quarter, stock-specific gains and
tailwinds from exposure to energy
more than offset the weaker general
market backdrop.

— Munro Global Growth finished
the quarter -30%. The Fund's
long positions detracted from
performance in the quarter.

Long positions in luxury goods
stocks Richemont and LVMH
detracted from performance, with
soft China economic data and a
normalisation of US consumer
spending on luxury goods, leading
to a significant derating in both
stock’s earnings multiples. Short

positions modestly benefited
performance, with the fall in the
Australian dollar also contributing
positively to fund performance
for the quarter.

- Tiger Global benefited from core
positions across ecommerce and
fintech. The manager continues
to maintain a conservative level
of exposure.

Private Equity

- Private equity (PE) activity is
beginning to see the first signs of
a turnaround from the slowdown in
pace of deal flow which characterized
much of 2022 and the beginning of
2023. With LBO and direct lending
markets now picking up, PE
managers are seeing the possibility
of executing deals growing. Growth

equity and carve-outs continue
to gain momentum with the latter
a strategy to unlock quality assets
at depressed valuations.

- For the three month period ending
August 2023 both Partners Group
Global Value Fund (+2.48%) and
Hamilton Lane Global Private Assets
Fund (+1.84%) both had positive
returns. Partners Group gained
from direct equity positions in the
consumer staples and healthcare
sectors, which performed strongly.
Hamilton Lane gained from strong
performance of secondary PE deals
as well as direct equity positions
in building materials and IT
data providers.
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Alternatives Quarterly Review - Key points cont.

Private Debt

— Merrick’s Partners added 2.2% over
the three months ending September
2023. Underlying loan income
performed strongly across the
quarter, with floating rate loans
continuing to pass through rising
interest rates in Australia and New
Zealand. The portfolio currently
comprises senior secured loans
diversified across sixteen sub-sectors
and is additionally diversified by
geographic spread and borrowers.
Credit default Swap (CDS) protection
continues to provide the Fund with
a cost-effective macro credit hedge.

Contact

Infrastructure

- The Macquarie Private Infrastructure

Fund returned 14% over the June
quarter. The strongest contributors
for the quarter were Australian

focused funds and American focused

funds, in addition to Europe’s co-
investment into VIRTUS Data
Centers. The fund continues to
benefit from longer-term structural
trends in the sector. Significant
opportunities continue to open up
for investment into next generation
infrastructure such as renewable
energy and digitization.

The Morrison & Co Infrastructure

Property Fund has performed strongly

in recent quarters following the
revaluation of some key portfolio
positions in the digital infrastructure
space, with cell towers and fiber

businesses in Australia adding strongly

to returns as revenue volumes
continue to grow in both areas.

Chief Investment Office

Tracey McNaughton, CFA
Chief Investment Officer

David Bruty, CFA
Investment Analyst

Stephen Dickinson, CA
Investment Analyst

Darragh Kennelly, CFA
Investment Analyst

Holly Brenchley
CIO Investment Assistant

Property

- Valuations across property markets

continued to soften in the third
quarter as higher interest rates
continue to force cap rates to
widen from historically tight levels
in 2021/22. For the quarter, the
Charter Hall Direct Office Fund
finished -2.8% lower, albeit avoiding
some of the biggest declines in the
direct office market. Barwon
Healthcare Property Fund finished
up 0.8% as income vyield on the
fund’s properties remained strong
throughout the quarter. The fund’s
properties continue to have a strong
tenant profile with 08% occupancy
across the fund.

Escala Partners Pty Ltd

Melbourne

Level 19, 90 Collins Street
Melbourne VIC 3000 Australia
T 03 86512600

Sydney

Governor Macquarie Tower
Level 25, 1 Farrer Place
Sydney NSW 2000 Australia
T 02 9102 2600

information@escalapartners.com.au
escalapartners.com.au

Escala Partners Pty Ltd (EPPL) (ACN 155 884
236) is a Corporate Authorised Representative of
Escala Wealth Management Pty Ltd (EWM) ACN
162 573 828) holder of AFSL 456207. EWM is 100%
owned by EPPL.

The content of this document is general in nature
only and is not personal advice. This means that it
has been prepared without taking into account your
objectives, financial situation or needs. Thus, before
any investment decision is made based on this
document, an EPPL investment Advisor should

be consulted or you need to consider the

appropriateness of the advice having regard

to your objectives, financial situation and needs.
We also recommend that you obtain a copy of
the Product Disclosure Statement (if applicable).

This document is based on information from reliable
sources; no representation, warranty or undertaking
is given or made in relation to the accuracy or
completeness of the information presented. Any
conclusions, recommendations and advice contained
herein are reasonably held at the time of completion
but are subject to change without notice.

EPPL does not accept any responsibility to inform
you of any matter that subsequently comes to its
notice, which may affect any of the information
contained in this document and assumes no
obligation to update and reissue this document
following publication. EPPL, its directors, employees
and agents disclaim all liability for any errors in,

or omission from, this document or for any resulting
loss or damage suffered by the recipient or any
other person as a consequence of relying upon
this document. Historical performance is often

not a reliable indicator of future performance.

You should not rely solely on historical
performance to make investment decisions.

EPPL may receive commissions and fees from
transactions involving investments referred to
in this document. EPPL, its directors, employees
and agents may from time to time hold interests
in the securities referred to in this document.
This document is a private client communication
and is not intended for public circulation or for
the use of any third party.



ESCALA

PARTNERS

Be second to none



