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Strategic asset
allocation

- Preparing your por\tfoljo for uncertainty

Doubt is not a pleasant condition, but certainty is absurd.

- Voltaire

When it comes to investing, the first and often most important step is making the trade-off between risk and return. What mix
of asset classes best suit your needs, be they stocks, bonds, cash or hedge funds?

In this paper, we explain why we use strategic asset allocation to address uncertainty and risk. We summarise the work we do
in preparing allocations and the importance of choosing the best fit for your needs.

More things can happen than will happen

When contemplating all the external factors that can affect your investments, from the global economy, markets to policy,
one simplifying truth is available: more things can happen than will happen. This is the nature of our reality.

No matter how you invest, future events will affect your wealth. Defining the nature of that exposure is the task of asset allocation.

So, if more things can happen than will happen, how do we approach the task of investing? One can invest time and resources
in trying to better predict what will happen and invest to profit from that thesis. However, what happens if you’re wrong?
The strategic approach invests time and resources in trying to be prepared for a large number of eventualities.

What happens if we’re wrong”?

Strategic asset allocation is inherently conservative. Here we seek to best position a portfolio for multiple possibilities. We answer
the ‘what happens if we’re wrong?’ question thousands of times with different scenarios. The result is we pick the best portfolio for
the requirements under a wide variety of future circumstances.
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What'’s the best position to take given uncertainty?

Our investment philosophy is to ‘enable better investment decisions’. We do this by conducting evidence-based analysis, presenting
the results succinctly and clearly, in order for you to work with your adviser to make the right decision for your needs. Strategic asset
allocation is a perfect example; we do extensive analysis behind the scenes (see the next page) to produce a range of risk profiles
from which you can work with your adviser to select the most appropriate for your needs.

The strategic portfolio is unlikely to be the best performer in any one period. It is designed to preserve wealth in crises
and participate in good times and in so doing, provide long-term capital growth at an acceptable level of volatility

An analysis of three historic stress scenarios illustrates the power of being prepared, strategic and diversified. A balanced portfolio
made up of a diversified mix of major asset classes is observed through the 1994 Bond crisis, the Dotcom bubble and the Global
Financial Crisis (GFC). In each instance, the balanced portfolio weathered the period better than a domestic equity portfolio.

It preserved more wealth and did so in a less volatile manner.

Figure 1 — Stress testing’
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Note: Simulated past performance is likely to be impacted by selection and survivorship bias. Potentially overstating the expected retumns
and understating the expected volatility of returns.

The strategic portfolio is unlikely to be the best performer

in any one period, but is designed to preserve wealth in crises
and participate in good times and in so doing, provide long-term
capital growth at an acceptable level of volatility.
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Passive decision support

We do the homework of preparing the best mix of investments
across the risk spectrum. We have a variety of risk profiles,
each with distinct risk and return expectations. Each designed
to be the best mix of assets for a variety of market conditions.
Here’s some of what we do:

Establish expectations

We define our expectations for long-term returns and volatility
for each asset class, using long-term historic datasets

and forecast insights. We combine these using a conservative
statistical process. We respect the varying certainty in forecasts
and the limited usefulness of past performance.

Figure 2 — Asset class expectations*
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Analyse the investment mix

We analyse the investment mix to determine the mix of assets
best suited to deliver under thousands of scenarios that can
happen. We do this using the below.

Constraints — we make very limited use of constraints
(setting minimum or maximum exposures to asset classes).
When used extensively they tend to define the answer
rather than allow the analysis to yield insight.

Resampling — Asking ‘what if we’re wrong in our
expectations?’ we re-run the analysis for thousands

of subtle and extreme variations. For each scenario,

we calculate the best suite of portfolios for each level of risk.

From this analysis, we distill a range of portfolios best suited
to perform under the thousands of scenarios that can happen.
So you are well placed for the one that will happen,

whatever that may be.

Figure 3*
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Strategic allocation
Select strategic asset allocation aligned to the risk profiles, by:
aligning investment objectives, recommended

investment timeframe, the likelihood and extent of losses,
to our risk profiles.

stress testing — we strike a balance between timeframe,
objective and risk by observing portfolio performance
under thousands of stress-test scenarios.

Return

Volatility

Review and maintain

Designed to be long-term, we expect allocation changes

to occur gradually and infrequently. We review estimates
annually, with significant changes only expected if there

is a structural change in the market. Here we balance the cost
of making a change (taxes, trading expenses) against our level
of confidence in a better investment mix being available.
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Definitions

This variation of the sparkline sets out to convey the estimated return as well as its dispersion,
or uncertainty, around that expectation.

This symbolises the degree to which return properties of two assets are alike. We use this as an intuitive
visualisation of correlation. Complete overlap indicates that two assets move in lock-step. Separation indicates
movement is unrelated. While distant separation indicates that two assets move in the opposite direction.

1 Source: MWM Research, Morningstar, December 2019.
t lllustrative only. Source: MWM Research.
lllustrative only. Source: MWM Research.
A llustrative only. Source: MWM Research.
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The analyst principally responsible for the preparation of this research receives compensation based on overall revenues of Macquarie Group Limited ABN 94 122 169 279 AFSL 318062 (“MGL") and its related
entities (the “Macquarie Group”, “We” or “Us”) and has taken reasonable care to achieve and maintain independence and objectivity in making any recommendations. No part of the compensation of the analyst
is directly or indirectly related to the inclusion of specific recommendations or views in this research.

This research has been issued and is distributed in Australia by Macquarie Equities Limited ABN 41 002 574 923 AFSL 237504. It does not take account of your objectives, financial situation or needs.

Before acting on this general advice, you should consider if it is appropriate for you. We recommend you obtain financial, legal and taxation advice before making any financial investment decision. It has been
prepared for the use of the clients of the Macquarie Group and must not be copied, either in whole or in part, or distributed to any other person. Past performance is not a reliable indicator of future performance.
You should consider all factors and risks before making a decision.

Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from engaging in any transaction. This research is based on information obtained
from sources believed to be reliable, but we do not make any representation or warranty that it is accurate, complete or up to date. We accept no obligation to correct or update the information or opinions in it.
Opinions expressed are subject to change without notice. We accept no liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication
in relation to this research.

We has established and implemented a conflicts policy at group level, which may be revised and updated from time to time, pursuant to regulatory requirements, which sets out how we must seek to identify
and manage all material conflicts of interest. Our officers and employees may have conflicting roles in the financial products referred to in this research and, as such, may effect transactions which are not
consistent with the recommendations (if any) in this research. We may receive fees, brokerage or commissions for acting in those capacities and the reader should assume that this is the case.

Our employees or officers may provide oral or written opinions to its clients which are contrary to the opinions expressed in this research.
Important disclosure information regarding the subject companies covered in this report is available at macquarie.com/disclosures.
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