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RETURNS

August was a flat month for lots of markets and hybrids were no different. Capital losses largely
offset the c0.6% monthly income yield. There is a tenuous relationship between banks share price
and hybrid return in the short term and this seemed to emerge this month. Some of the bank share
prices fell by around 10% as markets wound back their profit expectations as residential property
prices continued to fall. This fed into a slightly defensive approach to hybrid prices and the flat
return. We don't expect any major weakness as the expected increase in the cash rate will push
income yields closer to 7% and we expect that the house price falls do not flow through to bank

solvency; merely a hit to profitability.

The Fund underperformed the market this month. There was no significant reason and a number
of our holdings had mediocre months. Longer term performance remains at acceptable levels.

PERFORMANCE FIGURES

Performance as of 31 August 2026 1 month 3 months 1 year (p.a) 3 years(p.a.)
ELSTREEHVGRDFUNDACTVEETENAY [ 0o | o, | 6% | 1%
Distribution (cpu) (% franked) 1.0c 4(0%) | 6.5¢ (66%) | 25-6C (66%)

Expected 3 month Income Distribution 6.7¢ (84%)

ELSTREE HYBRID INDEX (P.A.) 0.2% 2.2% 6.3% 77%
BANK BILLS 0.4% 1.17% 4.0% 4.2%

BOND RATES : BACK TO THE MILLENIUM

Bond rates have gone up significantly over the past few years and we think that's probably here to

stay.

The chart below is a bit messy but shows inflation and bond rates for the US and Australia since the

turn of the century.

There's a number of things on the chart that are of interest to investors
-Australian and US bond rates (the green and brown dotted lines currently at the top of the
chart) have been almost identical, particularly for the last 10 years and are now around the

highest levels seen since 2000
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Sources: Board of Govemnars of the Federal Reserve System (US); Federal Reserve Bank of Dallas; Organization for Economic Co-operation and Development; World Bank via FRED®

Shaded areas indicate U.S. recessions.
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- Bonds yields are comprised of inflation and a “real yield” which reflects the demand and supply
of funds. They generally follow inflation (the dotted blue and dotted red lines which spike around
the Pandemic) . Even though inflation has trended downwards since the Pandemic peak, yields
have continued to increase which indicates investors think inflation will rise or real yields will
remain high. We think it's the latter

- The biggest mover in the chart is the real yield as shown by TIPS yield (solid blue) which has
increased 3% since the pandemic, which is more than nominal bonds. Coupons and principal
amounts on Inflation Indexed bonds increase with the inflation rate and the real yield is a
measure of what investors are demanding to invest in bonds. The 2010s and the pandemic saw
very low real yields which reflected a low supply of things investors could invest in and lots of
money looking for home. This changed after the pandemic. Budget deficits exploded, the
increase in green energy needed lots of investment in poles and wires etc and more recently
the enormous expansion of Al related expenditure needs lots of investment.

So now there is lots of things which need lots of funding , so the real rate required has to rise.

IS THIS TRANSITORY? ANY IMPLICATIONS FOR HYBRIDS

The real rate factors make us think that interest rates stay high for a while. Budget deficits are
around forever now and we are only just starting to use borrowing for Al related investment.
Governments, green energy and Al related borrowers need funds and will need to continue to
pay up, even if inflation does eventually get back to central bank targets.

The first impact on hybrids is that cash rates should continue to remain at high levels until the
inflation risk is reduced. RBA Deputy Governor Hauser mentioned that the economy is too
strong (too much investment activity) which increases their inclination to raise cash rates.
There is a secondary impact in that rising real rates should have an impact on valuations of
other assets. Equities, property and infrastructure should be cheaper when real rates risk. This
hasn't occurred yet but we expect that it will be a real headwind at some stage

Will that flow through to hybrid valuations? We don't expect so. With the limited duration of
lots of hybrids, they should now start to behave as short to medium debt, except for a banking
system crisis.

So, we expect current yields of 6.5%-7.0% to continue for a while yet.
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BBSW WATCH

The RBA held steady at the August meeting but markets think a 0.25% increase at the September
meeting is fait accompli.
Both the highest expected BBSW and the 2 year average increased this month. Markets (or
certainly the RBA) now think the Al boom alongside the already existing infrastructure build out
will result in inflationary pressure and result in the RBA increasing cash rates.

ACTUAL

90DAY
BBSW

/HIGHEST
EXPECTED

EXPECTED 2
YEAR
AVERAGE

DATE OF
/HIGHEST
90DAY BBSW RATE

BBSW RATE

BBSW

9 September 2024 4.3% 3.3% 3.7% March 26

10 December 2024 4.3% 3.6% 3.9% September 26
10 March 2025 4.1% 3.6% 3.7% December 25
12 June 2025 3.7% 3.2% 3.3% June 26

10 September 2025 3.6% 3.3% 3.2% September 26
4 December 2025 3.6% 3.6% 4.0% December 2025
7 January 2026 3.6% 3.6% 41% March 2026
11 February 2026 3.9% 4.3% 4.3% December 2026
5 March 2026 4.0% 4.3% 4.2% September 2026
11 April 2026 4.3% 4.9% 4.7% December 2026
15 May 2026 4.4% 4.8% 4.6% March 2027
12 June 2026 4.5% 4.6% 4.5% December 2026
14 July 2026 4.5% 4.6% 4.5% December 2026
10 August 2026 4.5% 4.6% 4.6% June 2027

9 September 2026 4.6% 4.9% 4.8% June 2027
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NEWS & MEDIA

Elstree Hybrid Fund (EFH1T) has been mentioned in the following articles
throughout the last six months, many of which are educational in nature.

W wire) Firstlinks

a Morningstar company

e https://www livewiremarkets.com/wires/is-the- e  https//www.firstlinks.com.au/hey-boomer-
asx-home-to-the-longest-dividend-paying- first-home-buyers-fuss
company-in-the-world o https://www firstlinks.com.au/bank-hybrids-

e How Hybrids fit into 2021 Income Portfolios — equity-market-weakness
Campbell Dawson | Elstree Hybrid Fund e https://www firstlinks.com.au/ddo-change-

e The Hitchhiker's Guide to Hybrids (Part 1) — hybrids-bank-treasurers-nightmare
Bella Kidman | Livewire Markets e Fascinating Hybrid Journey Last Year —

e Thisis the secret to a diversified portfolio (Part Campbell Dawson | Elstree Hybrid Fund

2) — Bella Kidman | Livewire Markets
e The forgotten asset class presenting exciting

opportunities — Bella Kidman | Livewire Markets MONEY|MANAG EMENT .

e  Support for Elstree Hybrid Fund — Staff
E!rNAANNDCAIéb Reporter | Money Management

e New Hybrid ETF on Chi-X — Staff Reporter | More about Elstree Hybrid Fund (EHF1)

Financial Standard Elstree Hybrid Fund (CBOE Aust-X: EHF1) is an Exchange
Traded Product or ETP. The fund is designed to allow
retail investors to access the same successful and long-
term investment strategy as our actively managed
ADV'SER unlisted wholesale fund, the Elstree Enhanced Income
Fund.

f:;"ﬁ.?l';’;ﬁ’lﬂ!,‘?:‘;ﬂ“a“"“ The Elstree Hybrid Fund is an ideal investment for

investors seeking a cash or bank term deposit alternative

: : ) investment that displays an acceptable and appropriate
income generation — Evergreen Ratings risk adjusted return outcome.

e Hybrids remain attractive alternative for

The Elstree Hybrid Fund has ‘'on market’ liquidity provided
by a market maker. The iNAV which is estimate of the live
NAYV, is updated every 20 seconds.

Additional details can be found on the Elstree Hybrid
Fund website or email Norman Derham for further
information.

Disclaimer. The information and opinions contained in this report have been obtained from sources of Elstree Investment Management Limited (ABN 20 079 036 810) believed to be reliable, but
no representation or warranty, express or implied, is made that such information is accurate or complete and it should not be relied upon as such. Information and opinions contained in the report
are published for the aid of recipients but are not relied upon as authoritative and may be subject to change without notice. Except to the extent that liability cannot be excluded, Elstree
Investment Management Limited does not accept liability for any direct or consequential loss arising from any use of material contained in this report.

Elstree Hybrid Management Pty Ltd

ABN: 645 044 579

Level 9, 100 Collins Street www.elstreehybridfund.com.au
Melbourne, Vic, 3000 info@elstreehybridfund.com.au


https://www.livewiremarkets.com/wires/is-the-asx-home-to-the-longest-dividend-paying-company-in-the-world
https://www.livewiremarkets.com/wires/is-the-asx-home-to-the-longest-dividend-paying-company-in-the-world
https://www.livewiremarkets.com/wires/is-the-asx-home-to-the-longest-dividend-paying-company-in-the-world
https://www.livewiremarkets.com/wires/how-hybrids-fit-into-2021-income-portfolios
https://www.livewiremarkets.com/wires/the-hitchhiker-s-guide-to-hybrids
https://www.livewiremarkets.com/wires/this-is-the-secret-to-a-diversified-portfolio
https://www.livewiremarkets.com/wires/this-is-the-secret-to-a-diversified-portfolio
https://www.livewiremarkets.com/wires/the-forgotten-asset-class-presenting-exciting-opportunities
https://www.livewiremarkets.com/wires/the-forgotten-asset-class-presenting-exciting-opportunities
https://www.firstlinks.com.au/hey-boomer-first-home-buyers-fuss
https://www.firstlinks.com.au/hey-boomer-first-home-buyers-fuss
https://www.firstlinks.com.au/bank-hybrids-equity-market-weakness
https://www.firstlinks.com.au/bank-hybrids-equity-market-weakness
https://www.firstlinks.com.au/ddo-change-hybrids-bank-treasurers-nightmare
https://www.firstlinks.com.au/ddo-change-hybrids-bank-treasurers-nightmare
https://www.firstlinks.com.au/fascinating-hybrid-journey-last-year
https://www.financialstandard.com.au/news/new-hybrids-etf-on-chi-x-178983920
https://www.adviservoice.com.au/2021/06/hybrids-remain-attractive-alternative-for-income-generation/
https://www.adviservoice.com.au/2021/06/hybrids-remain-attractive-alternative-for-income-generation/
https://www.moneymanagement.com.au/news/funds-management/support-elstree-hybrid-fund
http://www.elstreehybridfund.com.au/
http://www.elstreehybridfund.com.au/
mailto:norman.derham@eiml.com.au

