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Qur economic, market and investment outlook, in a nutshell

. Economic growth has remained solid and corporate earnings resilient, but supply chain disruptions,
geopolitical tension and other issues mean uncertainty remains high, and risks are to the downside.

« The local economy is steady, supported by a strong labour market and robust commodity prices. However,
we expect rising mortgage rates will soon begin to bite.

« Some inflation pressures relate to pandemic-related issues, while others look more persistent. Central banks
will continue to react strongly over the coming 12 months, to rein in the price increases.

. Rising interest rates will continue to impact valuations, as well as investor sentiment, corporate earnings
could come under pressure as economic activity slows and input costs rise.

 Ensure asset allocations match your long-term objectives, and portfolios are well-diversified. Don't be
afraid to take some risk off the table and rebalance into fixed income (which looks more reasonable now).

. Favour high quality businesses with long-term structural tailwinds. However, ensure you are exposed to
some of the less exciting sectors too. Highly-priced growth companies could remain under pressure as
investors rethink what they are willing to pay for assets.

« Apply a defensive tilt (healthcare and consumer staples do well during uncertain periods) and include
stable, dividend-paying equities in portfolios. Include companies, sectors and regions that have
traditionally proven resilient during periods of high inflation (infrastructure, real estate and commodities).

®
ggﬁlgﬂss STRICTLY PRIVATE & CONFIDENTIAL 22 June 2022/ 2



60%

40%

20%

0%

-20%

-40%

-60%

-80%

NNNNNNNNN

IT's been a volatile start to 2022 for most asset classes
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After currency movements, things look a little better
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Source: Bloomberg, CIP. Allin local currencies.
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Putting the 2022 decline in perspective
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World shares over the past decade

Down 34% in the wake of COVID-19, then a massive rebound of 105%
from the lows, and now a 20% decline in 2022... so world shares are
currently 11% higher than where they were at the end of 2019.
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Let’s remind ourselves things can’t always go one way

Return from world shares over the past three decades

Source: Bloomberg, CIP. Returns include dividends.
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A brief history of S&P 500 bear markets and recessions

Period of market decline Sd&P .500 Duration  NBER def ined Market return since Bottom after: ?::2;2: :g
ecline (months) recession | onemonth  Sixmonths 12 months | previous peak
1 January 1960 - October 1960 -13.4% 10 Yes 7.3% 24.9% 30.7% 3
2 December 1961 - June 1962 -28.0% 7 No 8.5% 20.5% 32.7% 21
3 February 1966 - October 1966 -22.2% 8 Yes 10.3% 22.1% 33.2% 7
4 November 1968 - May 1970 -36.1% 19 Yes 6.0% 22.8% 43.7% 41
5 January 1973 - December 1974 -45.9% 21 Yes 9.3% 42.3% 33.9% 91
6 February 1980 - March 1980 -17.1% 2 Yes 7.6% 28.6% 37.1% 5
7 November 1980 - August 1982 -27.1% 22 Yes 19.4% 44.1% 58.3% 24
8 August 1987 - December 1987 -33.5% 5 No 14.3% 19.0% 22.8% 20
9 July 1990 - October 1990 -19.9% 4 Yes 8.1% 27.8% 29.1% 8
10 March 2000 - October 2002 -49.1% 32 Yes 15.2% 11.5% 33.7% 87
11 October 2007 - March 2009 -56.8% 15 Yes 26.6% 52.7% 68.6% 66
12 February 2020 — March 2020 -33.9% 1 Yes 25.0% 40.0% 74.8% 6
13 January 2022 - current -23.4% ? ? ? ? ? ?
Average of all -31.3% 12 13.1% 29.7% 41.6% 32
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A few cracks, but growth has generally remained solid

Composite PMIs for the major regions

Grey areas reflect periods where global
economic momentum is improving...
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Source: Bloomberg, JP Morgan, CIP.
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Labour markets are still extremely tight, to an Yunhealthy leve
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Unemployment rates (%) in New Zealand and the United States

Source: Bloomberg, Stats NZ, BLS, CIP.
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However, high inflation is starting to take its toll on consumers

University of Michigan index of consumer sentiment
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The June 2022 reading of 50.2 is the lowest
ever in this survey, which started in 1978.
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Source: Bloomberg, CIP, University of Michigan, NBER. Greay areas are US recessions.
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The Ukraine war has had a major impact on commodities

Russia and Ukraine combined share of global commodity exports
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Source: Bloomberg, RBNZ, CIP.
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NZ businesses have been resilient, but cracks are appearing

ANZ Business Outlook
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Source: ANZ = ANZ Business Confidence  ====ANZ Own Activity
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Confidence has taken a knock, with rural regions holding up best
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Despite some recent weakness, dairy prices are still high

Global dairy prices (LHS) and the NZ dollar / US dollar (RHS)
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This should see the Fonterra payout at its highest ever level

Fonterra milk payout to farmers
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Source: Fonterra, CIP. Payout includes dividend.
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Inflation pressures have been increasingly broad-based

The NZ consumer price index (CPI) since 2000
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Source: Stats NZ, RBNZ, CPI.
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Yes, it is a global issue, rather than one unique to New Zealand

New Zealand

Australia

United States

Europe

United Kingdom
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5.1%

8.6%

8.1%

9.0%
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Since the EU began in 1997
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1-3% range

2-3% range

2% target

2% target

2% target

Source: Central bank websites, Bloomberg, Stats NZ, CIP estimates.
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Having said that, it's also partly self-inflicted, to some degree

RBNZ balance sheet and the CPI over the past decade
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After all, inflation is always a monetary phenomenon, isn't ite

The US inflation rate and the M2 money supply
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Inflation and interest rates are intrinsically tfied together

25
During the 70s and 80s, NZ inflation
averaged 11.7% per annum...
20
/ ‘F
1 ...but from 1990 to 2020, it

averaged just 2.1% per annum.

On

—Mortgage rate ——Term deposit rate  ==s|nflation rate
Source: RBNZ, Stats NZ.
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Central banks are expected to keep acting in response

Central bank policy interest rates (%)
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Hence the big moves in yields, both here and offshore

New Zealand swap rates (%) over various terms (the yield curve)
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Source: Central bank websites, Blomberg, Stats NZ, CIP estimates.
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If iInferest rates rise as expected, it'll be tough for some households

The OCR, term deposit and mortage rates (%)
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The one-year mortgage rate was 2.2% in
/ — June 2021.... Today it is 4.5%, and this time
. / / next year it will be around 6.4%.
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What will those changes mean for weekly mortgage paymentse
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Weekly payments on a $600,000 mortgage with a 25-year term

That's $322 more than June 2021
levels, or an increase of 54%!
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Source: RBNZ, CIP.
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The housing market has turned, and will weaken further

Annual house price change since 1990 (%)
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Source: RBNZ, CIP.
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Higher interest rates will remain a headwind for stocks too

Average US sharemarket PE ratio (x) and the inflation rate

20 18.2 18.8
s In short, the lower the inflation rate, the '
higher price investors will place on
16 shares (or any other asset)
14
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Above 10% Between 8-10% Between 6-8% Between 4-6% Between 2-4% Below 2%

Source: Robert Shiller, Bloomberg, CIP. US inflation rate
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Shares are a very good wealth creator over the long-term...

NZ and US shares, term deposits and inflation since 1967 (log scale)

NZ shares have returned 9.8% pa since 1967 s $1,720,267

10000 1---Term deposits have returned.5.0% pa, but haven't kept
pace with inflation at 5.7% pa!

(House prices have risen 8.9% paq,
which equates to $1,108,891)
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Source: CIP, RBNZ, Robert Shiller, Bloomberg. Barclays Capital Index from 1967 to July 1986, NZSE Gross Index from July 1986 to current. S&P 500 including dividends for US shares. As
at March 2022. Tax considerations ignored for shares and house prices (given imputation regime etc), and term deposit income taxed at 30% per annum over entire period.

CRAIGS

STRICTLY PRIVATE & CONFIDENTIAL
INVESTMENT PARTNERS

22 June 2022/ 32



Source: CIP, Bloomberg, NBER.
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However, there is plenty of volatility along the way

Period of market decline S&P 500 decline  Length (months) Recession? Period of recession

1 January 1960 - October 1960 -13.4% 10 Yes April 1960 - February 1961
2 December 1961 - June 1962 -28.0% 7
3 August 1962 - October 1962 -10.5% 2
4 February 1966 - October 1966 -22.2% 8
5 September 1967 - March 1968 -10.1% 5
6 November 1968 - May 1970 -36.1% 19 Yes December 1969 - November 1970
7 April 1971 - November 1971 -13.9% 7
8 January 1973 - October 1974 -48.2% 21 Yes November 1973 - March 1975
9 November 1974 - December 1974 -13.6% 1
10 July 1975 - September 1975 -14.1% 2
11 September 1975 - March 1978 -19.4% 18
12 September 1978 - November 1978 -13.6% 2
13 October 1979 - November 1979 -10.2% 1
14 February 1980 - March 1980 -17.1% 2 Yes January 1980 - July 1980
15 November 1980 - August 1982 -27.1% 22 Yes July 1981 - November 1982
16 October 1983 - July 1984 -14.4% 10
17 August 1987 - December 1987 -33.5% 5
18 January 1990 -10.5% 1
19 July 1990 - October 1990 -19.9% 4 Yes July 1990 - March 1991
20 October 1997 -10.8% 1
21 July 1998 - August 1998 -19.3% 2
22 July 1999 - October 1999 -12.1% 3
23 March 2000 - October 2002 -49.1% 32 Yes March 2001 - November 2001
24 November 2002 - March 2003 -14.7% 3
25 October 2007 - March 2009 -56.8% 15 Yes December 2007 - June 2009
26 April 2010 - July 2010 -16.0% 2
27 April 2011 - October 2011 -19.4% 5
28 November 2015 - February 2016 -13.3% 3
29 January 2018 - February 2018 -10.2% 1
30 September 2018 - December 2018 -19.8% 3
31 February 2020 - March 2020 -33.9% 1 Yes February 2020 - April 2020
32 January 2022 - current -21.9% 6

Average of all declines -21.0% 7
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Source: CIP, Bloomberg, NBER.
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However, there is plenty of volatility along the way

Period of market decline S&P 500 decline  Length (months) Recession? Period of recession

1 January 1960 - October 1960 -13.4% 10 Yes April 1960 - February 1961
2 December 1961 - June 1962 -28.0% 7
3 August 1962 - October 1962 -10.5% 2
4 February 1966 - October 1966 -22.2% 8
5 September 1967 - March 1968 -10.1% 5
6 November 1968 - May 1970 -36.1% 19 Yes December 1969 - November 1970
7 April 1971 - November 1971 -13.9% 7
8 January 1973 - October 1974 -48.2% 21 Yes November 1973 - March 1975
9 November 1974 - December 1974 -13.6% 1
10 July 1975 - September 1975 -14.1% 2
11 September 1975 - March 1978 -19.4% 18
12 September 1978 - November 1978 -13.6% 2
13 October 1979 - November 1979 -10.2% 1
14 February 1980 - March 1980 -17.1% Yes January 1980 - July 1980
15 November 1980 - August 1982 -27.1% 22 Yes July 1981 - November 1982
16 October 1983 - July 1984 -14.4% 10
17 August 1987 - December 1987 -33.5% 5
18 January 1990 -10.5% 1
19 July 1990 - October 1990 -19.9% 4 Yes July 1990 - March 1991
20 October 1997 -10.8% 1
21 July 1998 - August 1998 -19.3% 2
22 July 1999 - October 1999 -12.1% 3
23 March 2000 - October 2002 -49.1% 32 Yes March 2001 - November 2001
24 November 2002 - March 2003 -14.7% 3
25 October 2007 - March 2009 -56.8% 15 Yes December 2007 - June 2009
26 April 2010 - July 2010 -16.0% 2
27 April 2011 - October 2011 -19.4% 5
28 November 2015 - February 2016 -13.3% 3
29 January 2018 - February 2018 -10.2% 1
30 September 2018 - December 2018 -19.8% 3
31 February 2020 - March 2020 -33.9% 1 Yes February 2020 - April 2020
32 January 2022 - current -21.9% 6

Average of all declines -21.0% 7
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However, there is plenty of volatility along the way

November 1968 - May 1970

April 1971 - November 1971
January 1973 - October 1974

1
2
3
4
5 September 1967 - March 1968
6
7
8
9

November 1974 - December 1974
10 July 1975 - September 1975
11 September 1975 - March 1978
12 September 1978 - November 1978
13 October 1979 - November 1979
14 February 1980 - March 1980
15 November 1980 - August 1982
16 October 1983 - July 1984
17 August 1987 - December 1987
18 January 1990
19 July 1990 - October 1990
20 October 1997
21 July 1998 - August 1998
22 July 1999 - October 1999

March 2000 - October 2002
November 2002 - March 2003
October 2007 - March 2009

Period of market decline S&P 500 decline  Length (months) Recession? Period of recession
January 1960 - October 1960 -13.4% 10 Yes April 1960 - February 1961
December 1961 - June 1962 -28.0% 7
August 1962 - October 1962 -10.5% 2
February 1966 - October 1966 -22.2% 8
-10.1% 5

December 1969 - November 1970

November 1973 - March 1975

-13.6% 1

-14.1% 2

-19.4% 18

-13.6% 2

-10.2% 1

-17.1% 2 Yes January 1980 - July 1980
-27.1% 22 Yes July 1981 - November 1982
-14.4% 10

-33.5% 5

-10.5% 1

-19.9% 4 Yes July 1990 - March 1991
-10.8% 1

-19.3% 2

-12.1% 3

March 2001 - November 2001

December 2007 - June 2009

26 April 2010 - July 2010 -16.0% 2

27 April 2011 - October 2011 -19.4% 5

28 November 2015 - February 2016 -13.3% 3

29 January 2018 - February 2018 -10.2% 1

30 September 2018 - December 2018 -19.8% 3

February 2020 - March 2020 1 February 2020 - April 2020

Source: CIP, Bloomberg, NBER. 32 January 2022 - current -21.9% 6
Average of all declines -21.0% 7
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What does this history lesson teach us as investorse

 Corrections (falls of 10%+) are a normal part of investing
 There have been 32 corrections since 1960

« That equates to one every two years or so, on average
 There have been ten bear markets (falls of 20%+) since 1960
o That equates to one every six or seven years, on average

o Six of those ten bear markets (as well as the worst five) came during (or
just before) recessionary periods

Remember, the market has a 100% success rate of recovering from its
declines - no matter how big - and going on to reach new highs!
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The longer your time horizon, the better you'll do

60%

Returns over shorter holding periods range

50%
/ from substantially up, to substantially down...
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-30%
...although returns over longer holding periods
. are much less volatile and quite predictable.
-50%
Range of actual returns over various holding periods (pa) ® Average return since 1945 (pa)
-60%
One year Two years Three years Five years 10 years 15 years 20 years 25 years
Proportion of 78% 88% 89% 92% 97% 100% 100% 100%

positive returns

Source: CIP, Robert Shiller, Bloomberg. Based on S&P 500 monthly total returns since 1945.
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Source: Bloomberg,
REINZ, CIP. All equity
returns include
dividends.

Al YTD returns to end of
April 2022.
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Diversification still makes for a great “free lunch”

Year NZ shares Aus(thZhI;res ’;Irzolpi)sgtret?/ US(Ns;g;es Clzc?::flg{i] ged Gold (NzD) hg‘:ggl;; Se NZ Govt bonds NZ cash
1998 -3.3% 15.2% 4.8% 9.7% 9.5% -2.1% 14.1% 8.1%
1999 26.0% -6.4% 22.5% 13.7% 1.1% 2.2% 0.1% 4.8%
2000 -9.1% 4.1% 7.3% 7.1% 10.3% 2.1% 11.1% 6.5%
2001 16.7% 6.5% 12.1% -6.2% 5.20% 9.1% 6.3% 4.8% 6.1%
2002 -19.4% 10.4% -38.1% -4.7% -0.9% 5.0% 8.7% 5.7%
2003 24.3% 13.4% 3.0% 10.3% 21.4% 6.4% 5.6%
2004 20.7% 20.0% 1.1% 17.8% 7.7% 5.5%6 6.1%
2005 9.0% 19.7% 19.7% 10.3% 10.4% 12.9% 7.0% 7.2%
2006 18.7% 24.9% 12.3% 19.2% 7.0% 4.2% 7.8%
2007 -0.3% 20.4% -3.0% 4.2% 8.9% 3.8% 8.4%
2008 -33.7% 208%  -16.7% | -12.3% -4.3% 15.8% 8.8%
2009 19.4% 11.8% 1.3% 11.7% 6.8% 1.7% 3.4%
2010 3.1% 9.2% 3.4% 6.6% 4.3% -3.2% 7.0% 3.0%
2011 1.4% -11.2% 11.2% 2.4% 1.6% 6.5% 13.3% 2.9%
2012 27.2% 13.4% 20.5% 8.9% 11.6% 10.5% 4.8% 2.7%
2013 18.3% 3.4% 3.9% 33.4% 7.0% 12.1% -2.0% 2.7%
2014 17.2% 24.2% 9.4% 13.0% 7.8% 3.4%
2015 13.6% 5.7% 15.8% 9.5% 13.6% 5.4% 3.4%
2016 9.6% 8.7% 2.7% 10.3% 5.4% 6.6% 9.1% 3.4% 2.5%
2017 19.1% 12.8% 19.0% 13.2% 10.9%
2018 4.9% -7.9% 1.0% 4.8% 4.0%
2019 30.0% 23.2% 31.2% 17.5% 18.0%
2020 14.5% 6.4% 4.4% 10.9% 10.8% 17.2%
2021 0.2% 16.7% 2.9% 35.5% 5.9% 1.4% 24.9%
2022 YTD -9.0% 3.9% -9.5% -8.0% -6.3% -8.6% -6.6% 0.3%
Return pa 9.1% 8.7% 8.6% 7.7% 7.6% 7.6% 6.8% 5.2 4.3%
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Revisit your asset allocation and objectives

000606

= |Income = Growth

Balanced
Conservative income Balanced Growth High growth
50%
Rolling 12mth returns (last 20 years)
40% 36.8%
30.1%
0% 23.9%
0
T 18.3%
0% e 5.2% 6.1% 6.8% 7.5% 8.1%
0%

-10% -4.5%
_ -12.3%

7 -18.0%
-30% -23.7%

-28.8%

Source: CIP. mBest year mAverage returnpa ®Worst year
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Qur economic, market and investment outlook, in a nutshell

. Economic growth has remained solid and corporate earnings resilient, but supply chain disruptions,
geopolitical tension and other issues mean uncertainty remains high, and risks are to the downside.

« The local economy is steady, supported by a strong labour market and robust commodity prices. However,
we expect rising mortgage rates will soon begin to bite.

« Some inflation pressures relate to pandemic-related issues, while others look more persistent. Central banks
will continue to react strongly over the coming 12 months, to rein in the price increases.

* Rising interest rates will continue to impact valuations, as well as investor sentiment, while corporate
earnings could come under pressure as economic activity slows and input costs rise.

 Ensure asset allocations match your long-term objectives, and portfolios are well-diversified. Don't be
afraid to take some risk off the table and rebalance into fixed income (which looks more reasonable now).

. Favour high quality businesses with long-term structural tailwinds. However, ensure you are exposed to
some of the less exciting sectors too. Highly-priced growth companies could remain under pressure as
investors rethink what they are willing to pay for assets.

« Apply a defensive tilt (healthcare and consumer staples do well during uncertain periods) and include
stable, dividend-paying equities in portfolios. Include companies, sectors and regions that have
traditionally proven resilient during periods of high inflation (infrastructure, real estate and commodities).
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Disclaimer

This presentation is not infended for public circulation, distribution or publication or for the use by any third party, without the express prior written approval of
Craigs Investment Partners Limited (“Craigs Investment Partners”). This presentation is not intended for distribution to any person not resident in New Zealand.
While this presentation is based on information from sources which Craigs Investment Partners considers reliable, its accuracy and completeness cannot be
guaranteed. Craigs Investment Partners, its partners and employees, do not accept any liability for the results of any actions or decisions taken or not taken
upon the basis of the information in this presentation, or for any negligent mis-statements, errors or omissions in this presentation. Those acting upon the
information in this presentation do so entirely at their own risk. Craigs Investment Partners and/or its partners and employees may, from time to fime, have a
financial interest in respect of some or all of the matters discussed in this presentation. The Craigs Investment Partners Private Wealth Research Team responsible
for preparing this presentation confirm that: (1) the views expressed in this presentation accurately reflect the Private Wealth Research Team'’s opinion about
the subject, securities and issuers and/or other subject matter as appropriate; and (2) no part of the Private Wealth Research Team’s compensation was, is or
will be, directly or indirectly related to the views contained in this presentation.

Craigs Investment Partners Limited is a NZX Participant firm. To view the Craigs Investment Partners Limited Financial Advice Provider Disclosure Statement
please visit https://craigsip.com/.

General Advice Only: This presentation contains advice of a general nature only and has been prepared by Craigs Investment Partners Limited (“Craigs
Investment Partners”) without taking into account any particular person’s investment objectives, financial situation or particular needs. We recommend that
before any person act on any information contained within this presentation, they should seek advice from a financial adviser about their financial situation, risk
profile and investment objectives. To talk to a Craigs Investment Partners financial adviser, please call 0800 272 442. For more information about Craigs
Investment Partners financial advice service visit https://craigsip.com/terms-and-conditions.
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