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Farewell inflation,

hello unemployment

GLOBALLY,
the battle against
high inflation is over.

PENDAL

Tim Hext
Head of Government
Bond Strategies

While the Reserve Bank of Australia feels it’s still in that fight, the rest of the world has
moved on, focusing instead on unemployment. US Fed chairman Jerome Powell
reframed the discussion at last month’s Jackson Hole economic symposium.

“The balance of risks to our two mandates has changed... Inflation is now much closer to
our objective, with prices having risen 2.5% over the past 12 months. After a pause
earlier this year, progress toward our 2% objective has resumed. My confidence has
grown that inflation is on a sustainable path back to 2%,” he said.

“Today, the labour market has cooled considerably from its formerly overheated state...
The increase [in unemployment] mainly reflects a substantial increase in the supply of
workers... It seems unlikely that the labour market will be a source of elevated inflationary
pressures anytime soon. We do not seek or welcome further cooling in labour-market
conditions.

“The upside risks to inflation have diminished. And the downside risks to employment
have increased.

“The time has come for policy to adjust. The direction of travel is clear, and the timing
and pace of rate cuts will depend on incoming data, the evolving outlook, and the
balance of risks.”

The bolding was our emphasis, but Powell’'s comments were crystal clear: rates are
going down, either slowly or quickly, but they are going down.

This then begs the question of what to think in Australia. The RBA is far from convinced
that our inflation is heading back to target any time soon. Its official forecasts have
headline CPI hitting 3% by year-end, helped in large part by government subsidies.
However, the RBA’s preferred trimmed mean inflation, its version of core inflation, is not
forecast to hit 3% till the end of 2025.

Australia was behind the pack on the way up in inflation, and then cash rates, and is now
in a similar position on the way down. The RBA probably knows this, but believes it
serves it well to keep jawboning rate expectations while the catch up is underway.

If the main event in the US is switching from inflation numbers to unemployment rates,
you can expect a similar dynamic to appear here over the next six months.
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Australian
employment:
a narrow jobs boom

Chart 1.

% Increase in jobs
in large sectors
since 2021

Source: ABS
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Maijor industries

The Fed has effectively revealed that its full employment rate is around 4.25%.

So, this quarter, we will dig deeper into Australia’s employment market - focusing on
where the unemployment rate is going and where the RBA believes full employment is.

The latest quarterly employment report, breaking down employment by industry, paints a
very interesting picture.

The three years from May 2021 to May 2024, a period characterised by the RBA as
strong labour markets, shows a very uneven job market.

Australia has added 1.33 million jobs, or an increase of 10.2%.

However, healthcare and social assistance, which only made up 14% of the job market
in 2021, added 453,000 jobs. Construction, which was 9% of the job market, added
209,000 jobs. That’s two sectors that accounted for less than a quarter of the job market
in 2021 adding half the jobs.

By contrast, retail employment - which was 10% of jobs - has added no jobs in three
years. Mining and manufacturing have also largely flatlined.
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The initial boom in construction jobs was boosted by the HomeBuilder subsidies during
Covid. However, those subsidies have now passed and it is largely state government
infrastructure projects driving strong job growth.

In healthcare and social assistance the gains had been partly Covid-led, but this has
continued beyond the end of the pandemic. This is largely around the massive boom in
the National Disability Insurance Scheme (NDIS). As well as new job creation, this has
seen some jobs reclassified as social assistance, as workers chase the higher wages on
offer from the scheme.
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What are other
metrics saying about
employment?

Chart 2.

Underemployment
and average hours

Source: ABS, RBA

Chart 3.

Wage growth and labour
underemployment

Source: Minack Advisors
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While the unemployment rate is a key metric when following the job market, there are
other metrics which give an earlier sign of excess supply or demand in the jobs market.

Firms initially respond to demand conditions by offering existing workers more or less
hours. This increased during 2021 and 2023, but hours worked per employee are now

back at pre-Covid levels. Firms have been hoarding labour, offering fewer hours in
response to reduced demand rather than reducing employees. Over the past year,
employment is up more than 3% but hours worked only 0.9%.

Understanding the Journey to Full Employment | Speeches | RBA
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Another similar metric is the underutilisation rate. This not only includes unemployment
but also part-time workers wanting more hours. Generally, around 25% of part-time
workers are considered underutilised (survey based), so any shift from full time to part
time will lift the underutilisation rate. This has a better correlation to wages than the
unemployment rate, as shown in a graph from Minack Advisors below. Based off this, we
should expect wage growth to slow further.
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The RBA looks at a wide range of employment indicators beyond just unemployment. In
its recent Statement on Monetary Policy (SOMP), the central bank published a very useful
employment dashboard.

Chart 4. Unemploymentrate 7.5 G—F|35
Dashboard Underemployment rate 13.6 &9 |57
Hours-based underutilisation rate  12.5 G—S45
Medium-term unemployment rate 5.0 G— 17
Youth unemployment rate  16.6 G2 |72
Vacancies-to-unemployment ratio  13.2 = 91.6
Firms reporting labour constraint 5.0 - 55.0
Job ads (share of labour force) 0.5 G 2.8
Employment intentions  -0.5 = 1.1
Hires 8.2 G- 11.8
Voluntary separations 1.9 @— ¢ 6.8
Involuntary separations 5.7 ) | -— ) 2.2
Source: RBA Statement on Loosest Tightest

Monetary Policy August 2024 @ Current outcomes @ Outcomes at October 2022~ Middle 80 per cent of observations since 2000

It was largely trying to make the point that while conditions have eased, they remain tight
by historical standards. This has led the RBA to talk about the “ongoing strength in the
labour market” contributing to its view that the “gap between aggregate demand and
supply in the economy is larger than previously thought.”

The same case could be made for the US, but as we saw above, the Federal Reserve has
concluded that current employment levels are desirable and non-inflationary.

So where exactly is  The RBA has full employment in its mandate. It defines it as the maximum level of

full employment in employment consistent with low and stable inflation. Unlike price stability, the RBA has

Australia? never attempted to define a specific level. The level is seen as fluid and as the saying
goes “we’ll know it when we see it”. This has led to a rather strange concept of a non-
accelerating inflation rate of unemployment (NAIRU), which it believes changes over time.

The trouble with NAIRU is it’s rather circular and unambitious. If inflation is at target then,
by definition, whatever the unemployment rate is must be full employment. It is inferred.
This led to unnecessarily tight fiscal and monetary policy during the period 2010-20,
whereby (courtesy of NAIRU) part of the 700,000 or so unemployed were seen as a
necessary buffer to stop workers pushing wage demands too high.

Conventional wisdom through this period, led by the RBA and largely unquestionably
followed by the economics community, was that NAIRU was somewhere around 5-6%. It
was even worse in the 1990s when RBA models suggested NAIRU was near 7%. A very
strange idea to have such a large group of people not working, with all the associated
impacts, for the supposed benefit of the community.
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Fast forward to 2024 and the RBA now identifies 4.5% as a target for NAIRU, as
evidenced by its 2025 forecasts of CPl and unemployment. Therefore, policy will remain
tight until more workers are unemployed.

In September 2023, the government produced a whitepaper on full employment which
further entrenched this idea: Working Future: The Australian Government's White Paper
on Jobs and Opportunities.

It graphed the concept of NAIRU:

Chart 4. (a) Sustained full employment (b) Inclusive full employment
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This suggests there is some sort of natural rate of unemployment that we cyclically move
around. Only micro reforms like training and job flexibility can reduce it by reducing
structural underutilisation, bringing those excluded from the workforce back in. It ignores
the potential role that the government can pay in creating jobs demand.

Frictional unemployment is always there as people move between jobs and, in fact, will
often increase in stronger job markets as more workers leave their jobs for better
opportunities. The RBA estimates this around 1.5%.

There are also structural reasons people may be out of work, as certain industries or skills
become redundant or jobs move between areas. The RBA estimates this number to also
be around 1.5% through time.

So perhaps 3% is true full employment.

Japan has successfully run its unemployment there without inflation, though the country
has a number of other significant factors at play.

However, the RBA clearly feels it is significantly higher than 3%, currently targeting 4.5%.
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We are |ike|y a|ready Unfortunately, we don’t get unemployment by job category but if you did, you would likely
at or below full find there is excess capacity in many industries.

employment As mentioned previously in this paper, it is rare to see strength in the job market so

concentrated in two areas - construction, and healthcare and social assistance.

They have both had demand shocks applied to them over the past five years and,
therefore, have been through full employment but - leaving the other 17 sectors of the
economy behind - less than full employment.

There will be some workers who can transition into construction and healthcare and
social assistance, smoothing the moves, but the RBA is forced to use macroeconomics
to deal with what is more a microeconomic issue.

In an ideal world, the government would get the NDIS under control and state
governments would pull back on all but the most essential infrastructure, allowing the
RBA to then cut rates back to levels nearer to its inflation target.

This will not happen anytime soon, though the rate of growth in the NDIS is slowing from
high levels. Only NSW is showing any pullback on infrastructure spending. Even if this
were to spread, the need to construct new homes should more than soak up any excess
supply in construction.

Overall wage growth is coming down simply because inflation is coming down. Workers
overall are happy to receive wage rises, which are now higher than inflation. The cost-of-
living crisis is no longer a crisis, though as always some are still doing it tough.

Conclusion The narrow path that the RBA speaks of is already in place.

Our view is that 4.2% unemployment is sufficient to not stop the move of inflation
sustainably back into the target band. Unemployment could stay here, and we would still
see inflation back below 3% and cash rates back to 3.5%.

If unemployment were to push up to 4.5% or higher, the economy would be sluggish
enough to allow for rates to move back towards 3% or lower.

Either way, despite decent movements lower in bond yields over the past few months,
we expect three-year bonds to push towards 3% and 10-year bonds to 3.5% over the
period ahead.
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Last dance for hybrids

APRA’s move to change
the tune in banking

Terry Yuan
Senior Credit Analyst

THE Australian Prudential Regulation Authority (APRA), Australia’s banking regulator, is
implementing changes to cease the issuance of new bank hybrids, formally known as
Additional Tier 1 (AT1) capital.

These instruments will be replaced by a simpler form of capital, Tier 2, which will be
available exclusively to professional investors and not retail investors. This adjustment is
intended to mitigate risks for both the banking system and retail investors, ensuring
greater stability and protection.

What are hybrids? Hybrids (AT1 capital) are a type of investment that combines features of both debt and
equity. They are designed to act as a buffer for banks, absorbing losses when a bank
faces financial trouble. In theory, hybrids should help stabilise a bank before it reaches a
crisis point.

However, international banking crises, such as the collapse of Credit Suisse in 2023,
have shown that hybrids often don’t work as intended. Instead of stabilising banks early,
hybrids typically absorb losses very late - when the bank is on the verge of failure. This
has raised concerns about their effectiveness.

Why is APRA There are several reasons why APRA is considering removing hybrids from the banking
concerned about system:
hybridS? » Too complex and uncertain: Hybrids are complex financial products, and international

experience has shown they often don’t absorb losses in time to prevent a bank’s
collapse. In Australia, hybrids are mostly held by retail investors—some of whom may
mistake them for a special kind of term deposit, not fully understanding that they can
decline in value during a banking crisis.

» Late activation: Hybrids can lose their value or convert to equity when a bank’s capital
falls below a certain level. By that point, it may be too late to save the bank. In
practice, banks tend to fail before hybrids lose their value or convert to equity.

+ Potential for contagion: APRA is concerned that, in times of crisis, forcing losses on
retail investors holding hybrids could worsen the situation, spreading fear and causing
instability in the broader financial system.
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What will replace
hybrids?

What does this
mean for you?

Appendix

PENDAL

APRA is proposing to replace hybrids with more Tier 2 capital, a simpler and cheaper
form of bank funding. Typically, Tier 2 securities are owned by professional investors
rather than retail investors. The rationale is that professional investors are better
equipped to understand the complexity of these instruments and absorb potential losses.
This change won't increase the overall amount of capital banks need to hold; it will simply
alter the types of capital used.

If you've invested in hybrids, it's important to note that existing products won’t disappear.

The current hybrids will likely remain in place until they are called by the banks or mature.
However, they will not be replaced with new hybrids when they are called or mature. The

latest call date in the market is 2032.

In the long run, this change is designed to make the banking system safer and more
transparent. If you're interested in investing in Tier 2 securities, there are several credit
and income funds offered by Pendal that invest in the most attractive Tier 2 securities on
a risk/return basis.

For those interested, below is the ‘capital stack’ that APRA sets up for banks.
Advanced banks in the Australian market are the four majors plus Macquarie and ING.

A more effective capital framework for a crisis | APRA

Current vs proposed frameworks

Simplifying the capital framework by replacing AT1 with other existing, more reliable
forms of capital.

Advanced Standardised

Tier 2
AT1
CCyB
D-SIB
uCCB

min

.- 4 4.50%
2 CET1

0%

Cument Proposed Cument Proposed

Banks are required to meet the capital conservation buffer (CCB), domestic systemically important bank (D-SIB)
buffer, and the countercyclical capital buffer (CCyB) with Common Equity Tier 1 (CET1) Capital. These capital
stacks exclude additional loss-absorbing capacity requirements.

Expected impacts from the proposals

Orderly adjustment, with no
immediate impact on
existing AT1

Greater confidence and Simple and proportional
certainty in crisis response implementation
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The rate cut club

..and why the RBA won’t be joining soon

PENDAL

Steve Campbell

Portfolio Manager

THE global peak in inflation has passed and afforded most developed market central
banks the opportunity to ease monetary policy rates. Economic growth is slowing and
unemployment rates have started to rise in most economies.

Since 31 May, the following monetary policy rate changes have occurred in developed
markets:

o European Central Bank eased by 0.25% at its June and September meetings to
3.75%.

e Bank of England eased by 0.25% to 5% at its August meeting.

¢ Riksbank (Sweden) eased by 0.25% to 3.5% at its August meeting.

o Reserve Bank of New Zealand eased by 0.25% to 5.25% at its August meeting.
e Bank of Canada eased by 0.25% to 4.5% at its July meeting.

e Bank of Japan raisedits policy rate by 0.15% to 0.25%.

e US Federal Reserve eased by 0.50% to 5% in September.

The two central banks outliers are the Bank of Japan (BoJ) and the Reserve Bank of
Australia (RBA). One hiked and the other only talked about hiking.

The BoJ raised its policy rate from 0-0.1% to around 0.25% in late July and indicated that
further increases will occur if economic growth and inflation evolves as expected. The
central bank also indicated it would reduce the size of its Japanese government bond
purchases from the current pace of around 5.7 trillion yen per month. The BoJ intends to
reduce the size of purchases by 400 billion yen each quarter until it reaches around 3
trillion yen per month by early 2026.

This bears watching closely. Unwinds of the carry trade reverberated globally in August.

The RBA left the cash rate at 4.35%. It considered either raising further or leaving it
unchanged at both its May and August meetings - easing monetary policy was not
discussed. Economic growth is weak and, viewed in isolation, would not prevent the RBA
from easing policy.

So, what'’s preventing it? The strength of the labour market and the current level of
inflation. The following graphs show the RBA’s preferred inflation measures - the trimmed
mean and weighted median - against its 2-3% target band.
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Chart 1.

Trimmed mean and
weighted median
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Chart 2.
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By its own forecasts, the RBA has trimmed mean inflation ending 2024 at 3.5% and does
not have trimmed mean inflation returning to within the band until the end of 2025.
Inflation above the target band does not, however, preclude the RBA from easing policy.
Other central banks have started easing policy despite inflation being above their targets.
The key difference is the relative strength of the labour market in Australia.

The following graph shows the participation rate of Australia, Canada and the US.
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Chart 3.

Unemployment
rate change
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Source: Bloomberg
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Australia’s participation rate of 67.1% is a record high and is supported by public sector
growth. Our unemployment rate of 4.2% is 0.7% above the low of the past two years.

Canada’s unemployment rate of 6.6% is 1.6% above its low over the same period. The
Bank of Canada knows that its labour market is not going to be the source of an upside
inflation surprise.

With Australia’s tight labour market, the RBA does not have the same confidence.

What about the US? The unemployment rate there is at 4.2% and has seen a similar
increase as Australia over one and two years, as shown in the following graph.
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Labour market conditions in the US are, however, easing.

Non-farm payroll data has been particularly weak recently, with gains of 89,000 and
142,000 jobs in July and August. This contrasts with an average monthly gain of 377,000
jobs in 2022 and 251,000 jobs in 2023.

Other indicators, such as the ISM Services Index and NFIB Survey, also point to a higher
unemployment rate. With inflation moving back towards target and the Fed becoming
more concerned about the state of the labour market, the time has arrived for monetary
policy easing and the Fed to join the rate cut club.

When will the RBA join the club?

It is unlikely to be in 2024 despite the market pricing in around an 80% chance of a cut
prior to year-end. The earliest that it could occur would be February 2025, but it all
depends on the labour market. It is just too tight for the RBA to consider easing monetary
policy any time soon.
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Can income be
rewarding and

defensive?

Amy Xie Patrick
Head of
Income Strategies

IN August 2024, the VIX Index (a real-time indicator of the expected volatility of the S&P
500 equity benchmark) soared to more than 60 points.

Spikes in this index are not rare. They occur whenever the market gets a nasty surprise
about something. The magnitude of the spike was puzzling (Figure 1).
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Within modern financial history, the VIX has only ever spiked above 60 on two other
occasions.

The first was in October 2008, as it dawned on the world that the global financial system
was in crisis. The second was in March 2020, as we all realised that Covid was
becoming the biggest pandemic we'd withessed in our lifetimes.

On 5 August, the surge in the VIX was a result of two things.

The first was the Bank of Japan (BoJ) raising interest rates by 0.25% at the end of July.
The markets expected a rate hike, but not as large as 25 basis points. Given other major
central banks had been raising rates since early 2022, and have raised them by many
orders of magnitude larger than the BoJ, it was obviously not the rate rise itself but the
fear that monetary tightening in Japan would now proceed in earnest.
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Figure 2.

Lift-off in unemployment?

US unemployment rate (%)
and periods of recession as
defined by the NBER
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Low or negative interest rates for more than two decades have made the Japanese yen
the world's favourite funding currency.

By borrowing in yen (and paying nothing for it) and investing the proceeds in other
assets and other parts of the world (where interest rates have been higher), investors
managed to benefit from the rate or yield differentials.

This was the so-called "carry trade". There have been many beneficiary assets to the
carry trade, including global equities and emerging market currencies. The fear would be
an unwind of this carry trade, and anticipatory trading took the fear to reality.

The second cause of the surge in volatility was the labour market report release in the
US on 2 August. New job gains disappointed versus market economist expectations and
the unemployment rate unexpectedly ticked up from 4.1% to 4.3% (Figure 2).
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The labour market data led to worries about an imminent US recession. This
exacerbated the unwind of the carry trade since not only will Japanese interest rates
rise, but US and other interest rates would fall as central banks reacted to recession
risks. The narrowing interest rate differentials caused further panic selling of risky
assets.

Over the rest of the month, panic subsided as broader sets of data pointed to a more
sanguine economic picture than feared. Pleasingly, bonds were able to help offset risky
asset losses at the height of that fear.

Negative correlation exists again between bond and equity markets (Figure 3).
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Figure 3. 1.0
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While bonds are not pre-programmed to be a servant asset class to equities, they do
react to economic fundamentals. When there was a tug-of-war between the
fundamentals of inflation and growth, bonds could not provide a defensive return profile
against struggling equity markets. That was the story of 2022.

However, the economic backdrop is now very different. Inflation fears are becoming a
thing of the past. Instead, markets are fretting over recession risks, wondering when the
resilient consumer might finally buckle.

If economic data continues to disappoint, it may be difficult to see a repeat of the positive
earnings season over the next few quarters (Figure 4).
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PENDAL

Luckily, bonds have managed to deliver a positive outcome headed into every prior US
recession.

Whether they continue to perform as the recession plays out depends on a myriad of
other factors. In other words, owning bonds is a good thing if you're worried about
recession, but anticipate volatility as the recession develops and don't overstay your
welcome.

While the early August volatility was not a mini-recession, this was the playbook the
Pendal income strategies employed throughout the episode. Income funds are geared
positively towards taking risk, since it is that risk that generates income returns.
However, we have been careful in our portfolios to not over-extend into poor quality
risks. This is easy to do in late stages of a market cycle.

For our income funds, this has meant avoiding most of the opportunistic issuance in
primary credit markets over the last quarter, sticking to high-quality names and shorter
maturities. After all, if higher-risk borrowers aren't willing to pay us more for the risk, and
longer-dated bonds aren't offering commensurate larger spreads for the extra tenor, why
take on that risk for free?

Instead, we have liquid return boosters within the income portfolios and have favoured
tactical positioning in equities or emerging markets to get the extra upside, given the
macro backdrop has been proving more resilient than most expected.

Importantly, our income funds have been very active in their duration (or interest rate)
exposures over the past two years, taking advantage of oversized market reactions in
both directions. At the end of July, for example, we favoured a moderate duration
position against a high-quality credit book. This meant that as the ASX experienced a
near-6% drawdown in early August, the Pendal Dynamic Income Portfolio was able to
put in a positive return in excess of cash over that same period.

At the extremes of the volatility episode, we were careful not to overstay our welcome.
This meant our income funds could preserve and build on the gains from early August,
even as yields rose from intra-month lows. As long as the macro backdrop remains
uncertain, duration is a tool to be actively used on our portfolios.

We believe that income can be rewarding and defensive throughout the market cycle.
Now that bonds are back in favour, it is time to demand this of all income solutions.
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Murray Ackman
Credit/ESG Analyst

THE Federal Government is looking to create a market to encourage investors to put
their money into nature repair, but the market is broken before it even begins.

Australia will host the first Global Nature Positive Summit in October this year, and there
are concerns there will be nothing to announce.

The Nature Repair Act was passed at the end of last year, and investors are still
confused about what it might mean.

Governments and businesses are concerned about protecting and restoring the natural
world. Environmental damage has huge implications on the fundamentals of maintaining
all life through water, food production and clean air. Without intervention to repair the
damage already done, the homeostasis of the natural world is at extreme risk.

So far, the government’s solution seems to be to create a market of sellers with no
buyers.

The obvious parallel for a nature repair market is the carbon market. However, there are
important structural differences between the two.

Nature, unlike carbon, is not transferable. A tonne of carbon is the same wherever it is
sequestered. How do you compare saving koala’s habitat to that of a possum? Markets
require fungible metrics to allow for trade.

Nature repair is also harder to measure, and projects have less certainty of success. A
business can reduce its carbon emissions through increasing energy efficiency,
generating renewable energy or changing how it operates. This is all relatively easily
measured - the difference in electricity usage between incandescent and LED lighting is
known. Regenerating an ecosystem is slower with no guarantee of success.

Another difference is practically every business needs to reduce carbon emissions to
achieve their self-directed goals. Nature repair is a market where demand is driven by
destruction. Only businesses looking to offset specific activity would be interested in
nature repair. This is how state systems currently operate.

For this market to operate, there needs to be a price on destruction (buyers), incentive
for people to invest in restoration projects (sellers), and a way of connecting the two.

Governments can put a price on environmental destruction through taxes or levies on
land clearing and in commodity markets like water, timber and food trading. This will
generate revenue for the government, but it still needs to make the decision to fund
restoration. Outside of the tourism sector, there is no real private sector demand for
restoration.
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The government could create this demand through a compliance market, like the carbon
market, where certain businesses are mandated to buy certificates. Rather than
providing indulgences for destruction, this would require a new paradigm where
businesses are expected to fund a certain level of nature repair.

This idea of creating buyers for nature repair has been explored elsewhere. Earlier this
year, the UK Government introduced mandatory biodiversity net gain rules which require
all new major housing developments to deliver a 10% benefit for nature. Such an
initiative creates demand for nature repair projects.

If buyers can be created through a mandated scheme, like the carbon compliance
market, then how can we create enough projects to produce the credits required?

The requirement for nature repair goes beyond annual government balance sheets or
philanthropy. Investors want to be involved in nature repair projects, but there are limited
investment opportunities. And the differences between the carbon and nature repair
markets requires different resourcing.

To address the structural challenges of a nature repair market, an independent way to
manage the integrity and valuation for each project is needed. This could be through the
formation of a National Ecological Monitoring Centre, which can provide investors with
the confidence required to make sure any nature repair credits are verified and priced
appropriately.

We have written to the Commonwealth Government about such a proposal.

Governments have long funded transformational projects and tapped debt as a way to
expand the scale. Nature repair takes time - there are only so many trees that can be
sustainably replanted in a year. This is ideal for a perpetual fund where reinvestment of
outstanding proceeds could be used to cover servicing costs, and new projects are
continuously coming online. A nature repair market would be formed through the
production of nature repair certificates verified by an independent monitoring centre with
mandated buyers.

As the oversubscription and ‘greenium’ of investors willing to pay more for the recent
Commonwealth Green Bond demonstrated, there is investor appetite for government
debt where the bond raising is tied to positive environmental outcomes.

Creating a biodiversity fund is not without its issues. In the past, big government funds
have been used to prop up budgets with money not actually spent, potentially because
there aren’t enough projects.

Including investors at the outset will help ensure this does not happen. In a world of
greenwashing concerns, investors want to point to real-world outcomes from their
investment decisions.

To create a genuine market that puts a price on something that has not previously been
valued, the government will need to be involved in propping up both demand and supply.
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This document has been prepared by Pendal Funds Services Limited (PFSL) ABN 13 161 249 332, AFSL No 431426 and the
information contained within is current as at September 24, 2024. It is not to be published, or otherwise made available to any person
other than the party to whom it is provided.

PFSL is the responsible entity and issuer of units in the relevant Pendal funds. A product disclosure statement (PDS) is available for
PFSL funds and can be obtained by calling 1300 346 821 or visiting www.pendalgroup.com and should be considered before
deciding whether to acquire, dispose, or hold units in the Fund. The Target Market Determination (TMD) for PFSL funds is available
at www.pendalgroup.com/ddo. An investment in the Funds is subject to investment risk, including possible delays in repayment of
withdrawal proceeds and loss of income and principal invested. No company in the Perpetual Group (Perpetual Limited ABN 86 000
431 827 and its subsidiaries) guarantees the performance of any fund or the return of an investor’s capital.

This document is for general information purposes only, should not be considered as a comprehensive statement on any matter and
should not be relied upon as such. It has been prepared without taking into account any recipient’s personal objectives, financial
situation or needs. Because of this, recipients should, before acting on this information, consider its appropriateness having regard to
their individual objectives, financial situation and needs. We recommend that you seek professional advice.

This information is not to be regarded as a securities recommendation. The views expressed in this document are those of the author
at the time of writing, do not constitute a recommendation to act and are subject to change at any time. The information in this
document may contain material provided by third parties, is given in good faith and has been derived from sources believed to be
accurate as at its issue date. While such material is published with necessary permission, and while all reasonable care has been
taken to ensure that the information in this document is complete and correct, to the maximum extent permitted by law neither
Pendal nor any company in the Perpetual Group accepts any responsibility or liability for the accuracy or completeness of this
information.
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