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Frontier Equities US Trip 2023

Key priorities

* Onsite manager monitoring

» |dea generation/new opportunities

* Relevant perspectives for Australian investors
- Portfolio construction
- ESG

- Emerging thematics
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Portfolio construction insights

Setting the scene — A tale of two decades

Cumulative performance of S&P 500 and various other

Cumulative performance of S&P 500 and various other
indices May 2003 — May 2013 (USD)

indices since May 2013 (USD)
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Over the past 10 years, US-based asset owners have faced a dilemma where any attempt at
diversification away from their home market has resulted in lower overall returns.
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Portfolio construction insights

Australian-based investors have faced significant return headwinds

Australian super fund’s active allocation to the US (versus MSCI ACWI) in their global equity portfolio
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« Over the past decade, for US investors, being underweight in US equities has been thought of from
a nominal return perspective which has been a disadvantage to investors.

» For Australian investors, the underweight to US markets is largely a result of active management
programs as opposed to an explicit decision.
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Portfolio construction insights

The active management industry has been challenged

Rolling five year median excess return of global equity managers against the MSCI ACWI
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Source: Frontier cleansed universe, eVestment

- Challenging conditions in the US have produced headwinds for global active management alpha.
« Passive fund flows into mega-cap stocks commonly cited as a contributor.

+ Having the right equity managers matters a lot in uncertain times.
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Portfolio construction insights

Emerging concentration risks for investors

Weight of the two largest stocks in S&P 500 (MSFT and AAPL) Weight of FAAMG in S&P 500
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Weight of Largest 2 Stocks in S&P 500 = 13.4% (99.7%ile)
Weight of Largest Stock in S&P 500 = 7.1% (99.1%ile)
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Source: JP Morgan Equity Macro Research

« Growing weariness of index concentration in both US and global indices.

« Growing interest in the US in areas outside of large-cap growth.
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Portfolio construction insights

Growing interest in international strategies from US investors

In the past, USD weakness has correlated with non-US outperformance
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Portfolio construction insights

Key takeaways for Australian investors
* The US is home to the largest pension system in the word.

« US-based investors are growing weary of rising levels of index concentration and decade of US
dollar strength.

« Growing interest in ex-US ex-large cap growth strategies from US investors.
« This represents an emerging opportunity for Australian investors.

* Frontier’'s manager research program is focused on return enhancing strategies.
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Emerging market equities insights

Renewed interest in emerging markets (EM)/China?

Top Ten Asset Classes - Increase Allocation
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Source: Cerulli Associates

A challenging decade for emerging markets.

Client concern heightened in 2021 and 2022.

Managers noted an increase in RFPs from potential clients.

However, Cerulli’s chart indicates an expected reduction in emerging markets equity.
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Emerging market equities insights

Australian asset owner exposure

Super fund active emerging markets exposure Super fund active China exposure
(versus MSCI ACWI) at 31 December 2022 (versus MSCI ACWI) at 31 December 2022
25% 10%
20% 8%
15% 6%
10% 4%
N | | | I = |
L . | | 1l . | . . I 1
0% =5y I-I ! I"'I ll - 1 &= 0% = = = iiﬁ I !i :i:iz::
5% 2% I I |
-10% 4%
-15% -6%
LI I I PR SR S ISR SRS P
SRR SR PN A A A P P PR SRR SRR SIPA NN PR MNP PPN PP PR NN
m Active EM Median Average mmm Active China Median Average

* Wide dispersion in the emerging market and Chinese equity exposure of super funds.

« This is a significant factor in the relative returns profile of Australian investors’ global equity portfolios.
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Emerging market equities insights

Tracking error considerations

Estimated institutional ownership (%) of float Tracking error between MSCI ACWI ex-China and MSCI ACWI
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Source: Vinva Investment Management
Source: Bloomberg, Frontier Advisors

« Alack of flows into emerging markets and China has resulted in significant institutional under
ownership.

« China represents a growing source of tracking error for institutions.
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Emerging market equities insights

What does this mean for Australian investors?

« US investors’ allocations to China and emerging markets is very low relative to historic levels.
 Australian investors’ allocations to emerging markets and China show high levels of dispersion.

* The exclusion or under allocation to Chinese equities can have an outsized impact on the overall
tracking error in Australian investors’ international equity portfolios.

* Does the reopening rally in Chinese/emerging market equities signal future return potential if US
investor appetite materialise from increased activity levels viewed?
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ESG insights

The politicisation of ESG

. Regulati()ns relating to [l ‘Blue state' that has considered pro-ESG legisiation in 2023 [Jj] ‘Blue state’ that has considered anti-ESG
legislation in 2023 [l ‘Red state’ that has considered anti-ESG legislation in 2023 [Jl] ‘Red state that has

sustainability are increasingly enacted anti-ESG legislation 2023
being put in place. -

« ESG means different things to
different groups.

* The fragmented and partisan
political backdrop has been a
headwind.

 Frontier will continue to monitor
these developments and question
managers about them.

 Australia may look to the US for
guidance on some of its
regulation settings.
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ESG insights

US interest in ‘green’ funds

« US interest in ‘green’ funds Quarterly global sustainable fund flows (Sbn)
negatively impacted by the political W= Europe VS Restof World
landscape.

* BlackRock removed iShares ESG

.
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Aware US ETF from its model .

portfolio. —
« MSCI changed its methodology on 5

ESG in March 2023 which led to I __ . .

hundreds of funds being stripped of . . -

thelr ESG ratlngs and thousands Q220 Q320 Q420 Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q422 Q123
more downgraded.

o

Data as of March 2023
Source: Morningstar Direct, Manager Research

* Frontier will continue to test
managers on their ESG integration
based on our own objective,
proprietary assessment model.
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ESG insights

Perspective from managers

« Managers are expected to perform a delicate balancing act to avoid alienating either the pro- or
anti-ESG camps.

- Communication or marketing to clients may vary depending where clients are based.

« ESG integrated from the basis of better long-term risk-adjusted returns rather than being ‘values’
based.

‘Clients felt they had to ask ‘ ‘East Coast and West
guestions about ESG but ESG should be regarded Coast clients are more

: as a ‘value’ or ideology and : )
there was no genuine . o open to discussions on net
: , kept separate to investing .
interest zero, stewardship

« Clients with ambitions to enhance their ESG approach should seek fund managers that have a
strong alignment with their own values and beliefs around sustainability.
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ESG insights

Increased regulatory actions to curb greenwashing

» Greenwashing concerns with a number charged by the SEC.
« Cerulli conducted a survey on effective means of curbing greenwashing.

* There may be a greater dispersion in the future between those managers that incorporate ESG
and those that don't.

Clarification or expansion of regulatory requirements to improve ESG product disclosure
Periodic reporting to ensure products’ ESG-related investment objectives are met
Clear marketing and communication requirements for promoting sustainable products

Increased promotion of investor education initiatives in relation to sustainability

Development of supervisory tools to assess if managers and funds are in compliance with
regulatory requirements

Development of common ESG terminology and definitions

0% 20% 40% 60% 80% 100%

m Most effective  mEffective Not effective
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ESG insights

The IRA and its opportunities

« The US Inflation Reduction Act (IRA) is an important move by the current federal government in
helping to tackle climate change.

« There will be broad-based beneficiaries from the IRA including beneficiaries outside the US.
« All managers are aware but responses from beneficiaries and the opportunities differed greatly.

» Frontier will continue to test managers and their efforts in keeping up with regulation and
assessing the resulting risks and opportunities.
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ESG insights

Key takeaways

+ Clients with ambitions to enhance their ESG approach should seek fund managers that have a
strong alignment with their own values and beliefs around sustainability.

« There may be greater dispersion in the future between managers that incorporate ESG and those
that don't.

* Frontier's ESG scorecards on managers help clients better understand a manager’s integration of
ESG and focus on engagement as well as its disclosure.

« The ISSB’s standardisation of ESG disclosures will help managers navigate this and Frontier will
monitor developments closely.

Frontier’s Rl philosophy:

“‘We integrate responsible investment considerations into our processes because incorporating
environmental, social and governance (ESG) factors provides another lens to allow clients to manage
risks better and generate sustainable long-term returns.”
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Thank you for joining us.

2023 Frontier Advisors Annual Conference

Disclaimer:

Frontier Advisors Pty Ltd ABN 21 074 287 406 AFS Licence No. 241266.
Level 17, 130 Lonsdale Street, Melbourne Victoria 3000.

meﬂ{nt'

The information contained in this presentation is current as at the date of preparation but may be subject to change
th ugakln into

intended as general commentary and should not be regarded as financial, legal or other advice. This presentatio
objectives, financial situation or needs. You should consider this presentation in light of these matters. Should you
discussed please contact the presenter directly or an appropriate advisor. This presentation may contain fonNa. d
forward-looking statements are based on the current beliefs, assumptions, expectations, estimates, and projection
the industry and the markets in which we operate. Past performance is not a reliable indicator of future perform
representation or warranty that any of the information contained in this presentation is accurate or complete. To tr
Advisors Pty Ltd does not accept any liability for loss arising from any reliance placed on the use of this presé"'
contents of this presentation are confidential and must not be disclosed to any third party without our written 15
reproduced or distributed without the written consent of Frontier Advisors Pty Ltd. Frontier Advisors Pty Ltd does'
own independent taxation advice from a registered tax agent. r
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