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Key takeaways Q2 2026

Australian shares rose 4.1%, while international shares (hedged) outperformed, rising 14%, on optimism of easing Middle East tensions at the end of June.
Australian shares were supported by strong performance in consumer discretionary (up 18.7%) and information technology (up 17%). International markets were led
by a strong information technology rally, up 33.8%, driven by ongoing enthusiasm for Al.

The RBA lifted rates by 25 bps to 4.35% over the quarter, but kept them unchanged at the most recent meeting—its first pause since February 2026. Global
monetary policy became increasingly divergent, with the US Federal Reserve (Fed) and the Bank of England (BoE) keeping rates unchanged, while the European
Central Bank (ECB) and Bank of Japan (BoJ) each raising rates by 0.25%.

Over the quarter, the United States and Iran reached a deal to end months of fighting and reopen the Strait of Hormuz, with oil flows returning to pre-conflict levels.
Oil prices fell to around US$75/barrel following this news.

The FY2026—27 Federal Budget projects a $31.5b deficit and proposes major tax reforms aimed at supporting first-home buyers.

Mercer has shifted to an overweight allocation in Australian government bonds* in June, reflecting attractive valuations, signs that the RBA is nearing the end of its
hiking cycle, and a softer growth outlook.

Upcoming

1. Middle East Conflict (July) - 2. Australian employment (23 July) - 3. Australian inflation (29 July) -

Will the US and Iran move towards a Will employment data continue to Falling energy prices are likely to support
permanent agreement? soften? lower inflation.

*Portfolio implementation of house views may differ depending on the Mercer Fund for which MIAL is the responsible entity or trustee and issuer of interests.
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Market review Q2 2026

Australian shares rose, with consumer discretionary leading the gains

Australian shares gained 4.1% on optimism over a potential Middle East conflict resolution but
underperformed international markets.

The consumer discretionary sector was the strongest performer, up 18.7%; followed by
information technology, up 17%, as the sector continued to bounce back.

The energy sector posted the largest decline, down -16.5%, after news that the US and Iran
reached an agreement to end the conflict, which drove energy prices lower.

International shares rose, led by outperformance in the technology sector

International shares (hedged) rose 14%, led by the information technology sector, which
gained 33.8% as investor enthusiasm for Al continued. Industrials was the second-best
performing sector, up 12.7%.

Energy was the largest detractor, falling -13.1%, likely reflecting the decline in oil prices over
the quarter.

Emerging market shares (unhedged) rose 22.6%, driven by strong returns in South Korea and
Taiwan.

Commodity prices fell after the US and Iran reached an agreement

Commodity prices weakened over the quarter. Brent crude oil fell -38.4% after the US and
Iran agreed to a ceasefire followed by an agreement to end hostilities.

Precious metals also retreated, with gold down -14.1% and silver down -20.6%, after several
years of strong gains. Despite the quarterly decline, gold is still up 21.3% over the past year.

Outlook Performance Disclaimer

Australian fixed interest markets saw strong returns

Australian government bonds continued to deliver strong returns, gaining 2.5% as yields
continued to fall over the quarter.

Australian 10-year government bond yields declined by 25bps after the RBA paused its
tightening cycle, amid weaker economic data and heightened geopolitical uncertainty.

International credit spreads also tightened materially, reflecting the US and Iran reaching a
potential agreement to end the conflict.

International shares (hedged) sector returns for Q2 2026 (%)
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Economic review Q2 2026

Australia: Pause in the tightening cycle; RBA cash rate at 4.35%

+ Economic growth softened in Q1 2026, with GDP rising 0.3% QoQ and 2.5% YoY, slightly
below the RBA'’s forecasts. Growth slowed after the energy subsidies ended and bad
weather disrupted activity. Business investment remained strong.

« The FY 2026-27 Federal Budget projects a $31.5b deficit and proposes tax reforms to
support first-home buyers, including capital gains tax changes and removing negative
gearing for established properties while retaining it for new builds.

* The RBA lifted rates by 25 bps to 4.35% over the quarter but kept them steady at the most
recent meeting—its first pause since February 2026. After cumulative 0.75% increases over
the past three meetings, the RBA pointed to tighter financial conditions, a stronger AUD and
falling house prices, signalling a cooling housing market.

« Australia’s latest unemployment rate rose to 4.4% (from 4.3%) over the quarter.

* Headline inflation rose to 4.0% YoY (still above the RBA’s target) but monthly CPI readings
suggested price pressures were easing as lower energy costs flowed through.
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Outlook Performance Disclaimer

International: Strait of Hormuz reopens and oil tankers begin to transit

*  Over the quarter, the US and Iran have agreed to end months of fighting and reopen the
Strait of Hormuz. The US Energy Secretary noted oil flows have returned to roughly pre-
conflict levels. Qil prices fell to around US$75 following this news.

*  Global monetary policy became increasingly divergent, with the US Federal Reserve (Fed)
and the Bank of England (BoE) keeping rates unchanged, while the European Central Bank
(ECB) and Bank of Japan (BoJ) each raising rates by 0.25%, to 2.25% and 1.0%
respectively. The quarter marked the first Fed meeting with Kevin Warsh as new Chair.

* US GDP growth in Q1 2026 was revised up to an annualised 2.1%, indicating continued
support for global growth, with resilient underlying demand, steady services spending, and
strong business investment—Iled by equipment spending up 17.2% annualised, including Al-
related investment.

*  The US labour market data remained strong, with unemployment steady at 4.3%.

International Cash Rates (%)
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Outlook

Australia: Sentiment remains pessimistic following the Federal Budget

« Business and consumer confidence weakened after the Middle East conflict and has not yet
recovered following the Federal Budget. This is likely to keep Australian economic growth
below its potential rate.

«  With the Middle East conflict ending, inflation is likely to return to the RBA’s 2—-3% target band,
increasing the likelihood that the RBA will continue to keep rates steady at the current 4.35%.

* In June, Mercer moved to an overweight position in Australian government bonds*; supported
by attractive valuations, signs that the RBA is nearing the end of its hiking cycle, and a weaker
growth outlook.

« The AUD has marginally attractive valuations against the US Dollar (USD), but not versus other
currencies. With Australian growth still below potential and valuations only mildly supportive,
Mercer believes a neutral AUD position* remains appropriate.

Outlook Performance Disclaimer

The US and Iran conflict continues to be uncertain for the global economy

The US and Iran agreement to end hostilities is a positive signal for the global economy and
markets, but it remains a framework rather than a final settlement, and material risks and
uncertainties remain.

Mercer has a positive view on global shares*, as fundamentals are solid and corporate balance
sheets are in good shape. Earnings growth is expected to be strong in 2026 and 2027, and
revisions have been positive, suggesting the Middle East conflict has had a limited impact. While
valuations are generally rich, they appear more reasonable when set against the strong earnings
outlook. Al-driven investment is expected to continue supporting growth, particularly in the US and
parts of Emerging markets.

We expect the Fed to remain on hold after a run of strong data, even as inflation stays elevated in
the near term. However, with the labour market not currently showing signs of overheating, that
could lead to stickier inflation. A rate hike this year appears unlikely.
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Performance

Market performance 3 months to June 2026 (%)

Emerging markets shares (UH) 22.6
International shares (H) 14.0
International small caps (UH) 13.7
Australian listed property 13.5
International shares (UH) 12.6
International listed property (H) 9.1
Australian shares 41
Australian small caps 3.3
Emerging market debt (UH) 2.7
International listed infrastructure (H) 2.6
Australian government bonds 2.5
International credit (H) 2.2
Australian unlisted property (to May 2026*) 2.2
International government bonds (H) 1.2
Cash 1.1
0 10 20 30

Data source: LSEG Datastream. Data provided 'as is' . Details on chart constituents can be found on last page
* Lagged data
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Disclaimer

Market performance 12 months to June 2026 (%)

Emerging markets shares (UH)
International small caps (UH)
International shares (H)
International listed infrastructure (H)
International listed property (H)
International shares (UH)
Australian unlisted property (to May 2026*)
Australian small caps

Australian shares

International credit (H)

Cash

Emerging market debt (UH)
International government bonds (H)
Australian government bonds

Australian listed property

Data source: LSEG Datastream. Data provided 'as is' . Details on chart constituents can be found on last page
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Chart Constituents

Asset class

Australian shares

Market review

Benchmark

S&P/ASX 300

Economic review

Data type

Total return

Australian small caps

S&P/ASX Small Ordinaries

Total return

International shares (UH) MSCI World ex Australia Net index
International shares (H) MSCI World ex Australia 100% Hedged Net index
International small caps (UH) MSCI World Small Cap Net return
Emerging markets shares (UH) MSCI Emerging Markets Net index

Australian unlisted property (one
month lag)

MSCI/Mercer Australia Core Wholesale Monthly PFI

NAV post fee

Australian listed property

S&P/ASX 300 A-REIT

Total return

International listed property (H)

FTSE EPRA/NAREIT Developed Hedged

Net return

International listed infrastructure (H)

FTSE Global Core Infrastructure 50/50 Hedged

Net return

International credit (H)

Bloomberg Global Credit

Hedged return

Emerging market debt (UH)

JP Morgan GBI EM Global Diversified Composite

Total return

Australian government bonds

Bloomberg AusBond Treasury 0+ year

Total return

International government bonds (H)

Bloomberg Global Treasury Hedged

Hedged return

Cash

Bloomberg AusBond Bank Bill

Total return

Notes

 Currency: AUD.

* UH: Unhedged.

* Where a lag exists, the performance start « Total retum: Total return Index

and end dates shift accordingly.

with gross dividends.

* H: Hedged.

* Net Index: Total retum
(Net dividends reinvested).
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IMPORTANT NOTICES

This document contains information (including types of services and products, findings, ratings and/or opinions)
(content) and is issued by Mercer Investments (Australia) Limited ABN 66 008 612 397 AFSL 244385 (MIAL).

MIAL is a wholly owned subsidiary of Mercer (Australia) Pty Ltd ABN 32 005 315 917 (Mercer Australia).
‘MERCER’ is an Australian registered trade mark of Mercer Australia.
References to ‘Mercer’ mean MIAL and, where relevant, any other members of the Marsh Group of companies.

This content:
« contains confidential and proprietary information of Mercer;
« is intended for the exclusive use of the person or entity to whom it is provided and is not for distribution to retail investors;

« should not be modified, reproduced or sold or otherwise provided, in whole or in part, to any other person or entity, without
Mercer’s prior written permission;

« is subject to change, deletion or replacement without notice;

» may have been contributed or obtained by third parties which is believed to be accurate as at the date of compilation and is
provided in good faith without independent verification; and

«is general in nature only so does not constitute advice, an offer of financial products or services, or an offer or representation on
behalf of Mercer. It does not take into account the objectives, financial situation or information is suitable for their circumstances and
seek professional legal, taxation or financial advice; and note that past performance does not guarantee future
results.

Although reasonable care has been taken, Mercer makes no representation or warranty as to the accuracy or
completion of the content presented and takes no responsibility or liability (including for indirect, consequential or
incidental damages), for any error, omission or inaccuracy or for content that may be modified, reproduced or sold
without permission.

© 2026 Marsh. All rights reserved.

We are leaders in risk, strategy and people. One company, with four global businesses,

united by a shared purpose to build the confidence to thrive through the power of perspective.
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