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The year ahead

More interesting times ahead. Market conditions are still challenging,
as multiple wars rage on abroad, and global trade conflicts heat up
rapidly. Australia and New Zealand remain islands of relative stability,
as local growth firms, inflation fades, and asset values bounce in 2025.

Scope for more stimulus. While rate cuts have started in New
Zealand, Australia is very late to the stimulus party. Dashed
expectations for 2024 rate cuts have delayed this recovery. We see
modest rate cuts in 2025 as the catalyst for a firmer upswing ahead.

Capital choices. Investors are still voting with their feet, pushing
further into private credit, to enhance portfolio returns and
diversification. Meanwhile, a private equity real estate turning point
is unfolding, as more investors return with greater confidence, looking
for value.
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Credit holds strong. Despite modest rate cuts ahead, we are still in a
prime window for commercial real estate debt. The outlook is well
supported by persistent housing undersupply, the improving
construction outlook and an enviable blend of risk-adjusted returns.

Equity into recovery. Meanwhile commercial real estate markets are
moving into a more durable cyclical turning point, even ahead of
meaningful declines in borrowing costs. The pace of recovery will likely
differ across markets, driving a clear need for astute sector selection.

Key themes for 2025. We expect a firmer upswing to take hold in
2025. Investors need to prepare for this upswing with the right
strategies and the right sector exposures. In a world with more capital
than opportunities, disciplined deployment will be the key to success.
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A new set of challenges

The global economic backdrop still looks challenging for investors in
2025, albeit for slightly different reasons compared to prior years.

The concerns of yesteryear are fading, particularly the risks of

higher rates and lower values. However, geo-political and trade

* What is persisting is the patchy outlook for growth and geo-politics. risks are rising, while other fundamentals drivers remain supportive.
Wars continue to rage on in Europe and the Middle East.
Deglobalisation is driving the world into more fractured blocs that is 2024 Survive ‘til 2025
impeding the cross-border flows of people, goods and capital.
« What is changing is the rapid escalation of trade tensions — between O ngh rates, with risks of more hikes
China, the US and the rest of the world — that looks set to sharply lift . .
tariff barriers, reduce commerce and push up tradeable inflation. The « A massive population boom

global growth outlook is now weaker and more volatile than before. .
 An urgent shortage of housing
Australia and New Zealand present good opportunities in stable markets,

far removed from global troubled hotspots, but there are local nuances. « Ongoing price falls in office and retail

* Population growth is starting to slow, which means the big boom for o i i i i
housing demand is winding back a little, although we are still tracking The blg BIROL O [PIOVELE credit

to a sizeable undersupply of housing for several years to come.

+ Lower rates are set to drive the next cyclical upswing. While the
timing varies — sooner in New Zealand and later in Australia — lower
rates are expected to accelerate the cyclical recovery from 2025.

+ The commercial cycle is finally turning. Already, there are some initial
signs of pricing recovery across all sectors, as investors finally see
better prospects for tenancy demand and value at today’s cap rate.

In a challenging world, there are still growing regions, rising sectors
and resilient strategies that continues to deliver on returns for investors.

“MaxCap is very well positioned for the year ahead, with a
robust institutional platform progressively enhanced over 18
years. Across the cycle, we are there alongside our borrowers,

and we are there delivering strongly for our investors.”
‘ Wayne Lasky Executive Chairman
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The next wave of capital

Capital markets are set to strengthen in 2025, as investors become more The broadening recovery in equity markets adds greatly to
confident about deployment and look to adjust their portfolios to this investor confidence (and reduce the denominator constraint in
rapidly-changing market landscape. portfolios). Real estate deal flows are set to recover from here.
+ Perhaps the best gauge of sentiment can be seen with global equity Transaction Volumes
markets, where lower offshore rates are driving stronger local share 120% 50%
prices. The gains in equities are consistent with a broader turnaround
in real estate deal volumes, which is set to grow again in early 2025.
. . . 40%
» The nascent recovery in commercial asset values is a key factor 90% :
behind the turning point in investor sentiment. Less concerned about ANZ Commercial
catching a falling knife (or falling values), potential buyers are shifting Real Estate )
from fear to greed, and from loss aversion to a search for profits. Transactions (LHS) 30%
60%
* The push into private markets are still reshaping allocations. More
investors are realising that public markets carry risks unrelated to real 20%
estate assets, but more linked to banks and credit cycles. Mostly, 1
investors are moving to private markets for better risk-adjusted returns. 30% !
]
+ Australia and New Zealand are still prime targets for cross-border o af 10%
capital, as the list of global investible markets shortens further. In a |v?e
world with more fractured lines of geo-political division, these markets 0% !
are still highly transparent, very accessible and open for business. I 0%
In 2025, we expect more capital in the financial system, particularly into ,'
private markets. In this context, manager selection becomes more vital, 30% \ . i/
as we expect a widening performance gap between under-resourced e T} 1 (] W -10%
novice managers, and more established and experienced managers, who f\SX _200 Share y TR
are able to deliver resilient returns even in difficult markets. Prices (RHS, +6m) ’
-60% -20%

“With more sophisticated capital flows into private markets,
disciplined deployment is now a top investor priority. The key 2013 2017 2021 2025
to success is to find a best-in-class partner, with a deep
high-quality pipeline and a strong long-term track record.”

‘ Robert Hattersley Group Head of Capital

Source: Real Capital Analytics, MSCI, MaxCap Group (December 2024)
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A resilient performer

For several years, we have seen a golden age for private credit unfold in
this part of the world, particularly for commercial real estate debt.

Elevated interest rates have provided a boon for commercial real
estate debt investors, as lenders pivoted from fixed- to floating-rate
facilities. As other asset classes faltered with higher rates, private
credit offered investors a good safe haven, with strong resilient returns.

This robust performance in Australian commercial real estate debt
has not been repeated in many other markets. Similar credit strategies
have not fared as well abroad, given deeper asset price corrections
and more market distress in parts of North America, Europe and Asia.

With an outlook of firmer growth, lower rates and more capital inflows into
this segment, is this market performance sustainable in 2025?

o«

Certainly, there is more capital competing for deals. Increasingly, we
are seeing new start-ups looking to write their first deal or managers
branching out into private credit for the first time, all without the skillset
or support needed to appropriately price a deal or manage the risks.

In this market, deep origination capacity is vital. With a deeper
transaction pipeline, established managers can afford to be more
selective on deals, pricing, sectors and sponsors, which allow them to
be far more patient and disciplined on deployment.

Lower interest rates ahead are less of a concern, as more lenders
implement rate floors into their loans. At the same time, lower rates will
also spur on more borrowers and more activity as feasibility improves.

“With more capital chasing deals in private credit, origination
capacity becomes absolutely vital. For this reason, we run big
sourcing teams to build deep pipelines, so that we can be
selective on sponsors and price loans according to their risks.”

Bill McWilliams Chief Investment Officer

MaxCap Group

Australian commercial real estate debt has delivered consistent

returns over a very long timeframe, through multiple economic
cycles, and periods of low and high interest rates.
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Source: Bloomberg, MaxCap Group (December 2024)
Past returns are not a guarantee of future performance.
Gross returns are reported before fees.



A better vintage

The equity side of commercial real estate has seen challenging times in
recent years, not so much with the pandemic and lockdown, but more so
with higher interest rates.

+ Certainly, we are starting to see a cyclical turning point in
commercial real estate markets taking hold in late 2024, partly with the
end of the rate tightening cycle in early 2024 and partly with the
expected start of the rate easing cycle in mid 2025.

+ At the same time, we are starting to see shifts in structural demand.
The work-from-home phenomenon is unwinding, with diminishing drag
to office demand. Similarly, the shift to online shopping is slowing, as
online and in-store sales growth start to converge more consistently.

* Meanwhile, there is still considerable momentum behind the living
and logistics sector. Robust population growth continues to outpace
housing construction, driving persistent undersupply. Logistics demand
remains firm, spurred on by the need for faster distribution networks.

Altogether, we are looking at a stronger set of market conditions for
real estate equity strategies in 2025 and beyond.

» With asset prices lifting again, we are past the trough of the cycle. And
judging from prior market cycles in Australia, 2025 is shaping up to be
a much better vintage for commercial real estate investors.

+ Meanwhile, equity investors have more options on the table, given a
broadening cyclical turnaround. Certainly, we continue to expect living
sectors to run ahead of other sectors, with office trailing in its recovery.

“It is the right time to be moving from defence, back into
offence. Whilst our core focus remains in the living and
logistics sectors, we are seeing more opportunities to generate
strong yields from dislocations in alternative sectors.”

Simon Hulett Head of Direct Investment
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With each downturn, slower demand drives weaker returns (seen

as the red patches). What follows are better vintages with firmer
demand and stronger returns (shown here as the green patches).

Annualised Returns for Commercial Real Estate: Australia

ey 1Y 2Y 3Y 4Y 5Y Sy 1Y 2Y 3Y 4Y 5Y
1985| 15 2005 14 13 12 n 1

1986 16 2006 13 13
1987 2007 14

1988 2008 O 8 12 12 12

1989 12 2009/ =2 -1 5 8 9
1990 0 6 12 14 15 200 9 3 2 6 8
1991--4 1 6 9 201 10 10 6 4 7
1992 -4 4 0 4 202 9 10 10 6 5
1993 2 -1 -3 -3 0 203 9 9 10 9 7
1994 1 6 3 0 O 2014 10 10 10 10 10
1995 7 9 7 4 1 2015/ 14 12 1 N0
1996 8 7 9 7 5 2016 12 13 12 1 1
1997 9 9 8 9 7 2017 12 12 13 12 0
1998 9 9 9 8 9 2018 10 1M M 12 12
1999 8 9 9 9 8 2019 7 9 10 10 1
2000 0 9 9 9 9 20200 1 4 6 7 8
20009 9 9 9 9 2021 12 6 7 7 8
2002 9 9 9 9 9 2022 7 9 6 7 7
2003 10 9 9 9 9 2023 2 5 4 5
2004 1 10 10 10 10 2024 0o 3 3

Source: MSCI, MaxCap Group (December 2024)
Past returns are not a guarantee of future performance.



Tips for navigating 2025
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Additional Information
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Legal Disclaimer

This report was prepared by MaxCap Group Pty Ltd a Corporate Authorised Representative 1286367 of MaxCap Investment Management Pty Ltd ABN 68 169
902 005 AFSL 462086 (MaxCap).

The information and material contained herein are for informational purposes and do not constitute an offer for any financial product or service or an investment
recommendation or advice. Past performance information contained in this report is not an indication of future performance. Use, reliance or reference to any of the
information contained in this report will be at the user’s own risk.

In preparing this report, MaxCap derived and relied upon, without independent verification, information obtained from third party sources. Although high standards
have been used in the preparation of the information, analysis, views and projections, MaxCap or its affiliates and subsidiaries make no representation or warranty
about its adequacy, accuracy and completeness.

This presentation is confidential and may not be reproduced or distributed, in whole or in part, to any other person in any form without the prior written consent of
MaxCap. The information in this report is current at the date of issue and is subject to change.

© 2024 MaxCap Group. All rights reserved.
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