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Harbourlight PWM Investment Review and Outlook.

A brief review of investment markets and broader factors affecting clients. June 2022

Significant changes are occurring, but there should be opportunities in
this for those with patience and a long-term horizon.

Just as the masks come off and restrictions ease, we have been greeted by steeply rising inflation, interest rates rises
and a major transitionary point for global economics.

Inflation is a textbook financial problem, a core mandate of central banks to manage and something that can feed
through to almost every aspect of day to day life. In the backdrop of an increasing split between the authoritarian and
democratic world and the weaponisation of financial markets, context will be important for informed decision making.

We have seen many of the current factors before in Australia, but to get a context for inflation we need to go back over
30 years. We're likely to see volatility followed by more asset price inflation.

Australian Shares Ex Dividends

Global Financial
Crisis Stocks Fall
51%in 6
Quarters

Australian Inflation Greater than 18%
on 4 Occasions - Stocks Inflate

Covid - 19
1987 Stock Market Stocks Fall
Crashes -41%in a 25%in a

Opec Crisis - Oil Quarter Quarter

Prices rise over
5x - Stagflation -
Stocks take 8
years to recover

All Ordinaries
Source: Bloomberg, Harbourlight PWM

\HARBOURLIGHT

P RIVATE WEALTH
MANAGEMENT




Themes for the year thus far with some historical context.

Listed asset prices have dropped back to levels near the start of the Covid 19 pandemic.

10 Year Cumulative Returns of Growth Assets
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=== Australian Property Securities e nternational Infrastructure Hedged AUD

Valuations are actually look more attractive, though there is a fear earnings will fall (we have just been through one of
these periods due to Covid-19).

Asset Class Earnings Yields and Yields to Maturity
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Australian Corporate Bonds

Source: Market Observations, Harbourlight PWM
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Inflation has surprised and is now sitting at a 30 year high, short term rates (more easy for a central bank to control)
have been slowly rising but they lag wholesale markets and are expected to continue rising.

Australian Inflation and Interest Rates

=== Australian Inflation Australian Short Term Interest Rates

Source: RBA, ABS, Harbourlight PWM

Wholesale interest rate markets have seen meaningful spikes, raising the cost of borrowing, but allowing investors to
access more sustainable returns.

Australian Long Term Interest Rates
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Thematic technology stocks have been wiped out by concerns of slowing growth, earnings uncertainty and investors
having higher expected rates of return when compared to low risk interest rate focussed investments (see the Netflix
share price below)
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Residential property prices are showing signs of slowing, though also lag. Commercial banks and the RBA are slowly
feeding through the effects of rate rises to the broader population. Household debt to income ratios remain high and
interest rises will start to effect households as wages have not kept up with house price growth.

Australian Property Prices Ex Rent and Costs
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Global growth is normalising post a sharp Covid-19 related shock and recovery with some drag from countries like China
who have continued with zero covid strategies and the effects of war in the Ukraine.

Global and Regional GDP Growth

REAL GDP GROWTH %

Source: IMF, Harbourlight PWM
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Employment remains strong for now.

Unemployment rate - Seasonally adjusted

Source: ABS, Harbourlight PWM
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Commodity prices are rising, generally a good sign for the Australian economy.

AS Commodity Prices

Source: RBA, Harbourlight PWM
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Australia has experienced longer periods of high inflation before, resulting in 8 years of little asset price growth and
dividend income only for investors, followed by significant increases in asset prices.

1970's through 1990's Australian Inflation, Interest Rates and Stock
Prices (Ex Dividends)

INFLATION AND INTEREST RATES %
ALL ORDINARIES INDEX
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Our views for the next 12 months.

As asset prices become more attractive, we begin to prefer more aggressively invested portfolios. Though we prefer
this to be done slowly, cognisant of the fact that this may be a slower and more protracted downturn than the ones
we’ve seen recently.

Asset valuations look fair, though rising interest rates will increase the rate of return expected by those purchasing
assets.

High grade bonds look like a valid asset class for the first time in years offering returns of between 3% and 5%.

Other Regulative Matters

e The work test will be abolished on non-concession contributions for those aged between 67 and 75 from
July 2022 making contributing to super easier for those in this age group.

e The age restrictions for downsizer contributions will be reduced to 60+ from the first of July 2022. With
scope for further decrease to 55+.

e Compulsory super contributions will increase to 10.5% from July 2022.

e Superannuation contribution caps remain at $27,500 for concessional contributions and $110,000 for non-
concessional contributions.

e Temporary Covid-19 legislation relating to halving of minimum pension payments will continue to the 30"
of June 2023.

e The transfer balance cap applying to commencing retirement income streams remains at $1.7m.
Please feel free to contact us if you wish to discuss any of these matters.

Harbourlight Private Wealth Management

hlcs@harbourlight.com.au

https://harbourlightwealth.com.au

Harbourlight Wealth Management Pty Ltd ABN 86 621 763 442 is a Corporate Authorised Representative of Australian Unity Personal
Financial Services Ltd (AUPFS) ABN 26 098 725 145, AFSL 234459, 271 Spring St, Melbourne VIC 3000. This newsletter is general in
nature and does not take into account the objectives or circumstances of any particular individual or entity. It cannot be relied upon
as a substitute for personal financial, taxation or legal advice. Whilst every care has been taken in the preparation of this information,
some content is sourced from third parties over whom Harbourlight Wealth Management Pty Ltd and AUPFS has no control and cannot
guarantee the accuracy or completeness of the information.
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