Sustainable Growth Fund: asset allocation change notification

We note global equities have rallied beyond expectations in 2024 YTD, to a level we consider to be too
optimistic on H1 2025 corporate profits and political risks. We reduce our overweight equity position.

Global Fixed Interest assets are offering historically-advantageous yields, while credit risks are not
expected to become a meaningful drag on returns. We retain our allocation to global bonds at a +1%
overweight position, to reflect bonds’ improved valuation and cyclical status.

NZ Shares, whilst still vulnerable, can benefit from additional Reserve Bank easing and a better 2025

outlook. We trim back out underweight positioning by 2%.

Dynamic Asset Allocation change — Salt Sustainable Growth Fund

Salt’s Sustainable Growth Fund (SSGF) aims to deliver returns in excess of New Zealand CPI inflation on a rolling
five-year basis. This was challenging while NZ inflation was running well above target; however, the +23.4% one-
year gross return to 31 October 2024 translates into a +12.9% p.a. two-year gross return and a +5.25% p.a.
gross fund return since inception. Early returns were disadvantaged by the equity & bond bear markets in 2022

Most recent domestic data indicates that as inflation continues to decline, the medium-term objective remains
achievable. Our annualised target return of +8.6% p.a. gross is not unduly ambitious in current market conditions.

After a twelve-month period in which the yields on international bonds have fluctuated, reflecting market
perceptions of the gradual fall in future inflation rates, and a less-restrictive global monetary policy orientation, we
consider that post-US election, the upward risks to bond yields have slightly risen. Meantime, strong returns
from global equities markets have tended into euphoria, and our overweighting in this component asset class
can prudently be lowered from +1%, to -1%, without compromising the Growth Fund’s capacity to achieve its
returns goals in future.

Positioning will be reviewed in December and again in the New Year as the Trump policy agenda and risks
clarify further. We hold a cautious view on the putative positive effects of the “Red Sweep,” given the policy mix.

The dynamic allocation split between Growth: Income assets in the Fund shifts from a ratio is 83:17.

Adjustment to Asset Allocations implemented 18 October 2024

Sector SAA Target Range New allocation Change DAA tilt
Global Fixed Interest 15% 0% — 60% 16% - o/weight
Global Shares 35% 20 % - 50% 34% -2% u/weight
Australasian Shares 25% 10% — 40% 20% +2% u/weight
Global / NZ Listed Property 10% 0% — 25% 15% - o/weight
Global Listed Infrastructure 10% 0% — 25% 12.5% - o/weight
Alternatives 0% 0% - 15% 1.5% o/weight
Cash or cash equivalents 5% 0% — 30% 1.0% - u/weight

Source: Salt Funds Management



Dynamic Asset Allocation change rationale

e On a 12-month view, the expected total return from Global bonds (10%) is now similar to the prospective
return from Global equities.

e AsGlobal equities’ expected volatility is in line with historical norms at 17%, while the volatility for Global bonds
is anticipated to decline somewhat, to 5-7%, the prospective risk-adjusted return for Global bonds has
improved, and is significantly superior to that of Global equities. This supports gradually raising bond
exposure although not excessively given the fiscal risks that are in play and favouring credit over sovereigns.

e Though US earnings and spending / profit levels in several key countries are peaking. At the same time, the
rally in US equities has become increasingly narrow and focussed on Al and microchips as well as “Trump
Trades.”

e The more cautious view on Global Equities is expressed as a reduction of -2% in the Global equities allocation,
which falls from 36% to 34% within the Growth Fund (vs its 35% Neutral SAA weighting.)

e Although the NZ domestic economy remains weak, the Reserve Bank is now responding with substantial policy
easings and this can build a base for improving consumer and business activity into early 2025. Therefore, our
aggressive underweighting of NZ equities in the Growth Fund is no longer appropriate, and we trim it from -7%
to -5% (vs its 25% Neutral SAA weighting.)

Equity Risk Premium of Stocks over Sovereign Bonds in the US is now negligible

Exhibit 59: hore animal spirits? Equity and credit risk premiums lowest since the 1990s
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Greg Fleming
Portfolio Manager
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Disclaimer: The information in this publication has been prepared from sources believed to be reliable and accurate at the time of preparation but Salt Funds Management Limited, its
officers, directors, agents, and employees make no representation or warranty as to the accuracy, completeness, or currency of any of the information contained within, and disclaim
any liability for loss which may be incurred by any person relying on this publication. All analysis, opinions and views reflect a judgment at the date of publication and are subject to
change without notice. This publication is provided for general information purposes only. The information in this publication should not be regarded as personalised advice and does
not consider an individual investor’s financial situation or goals. An individual investor should, before making any investment decisions, seek professional advice. Past performance is not
a reliable indicator of future performance and no representation or warranty, express or implied, is made regarding future performance.



