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UN CLIMATE SUMMIT FALLS FLAT ON REAL CLIMATE ACTION

The main United Nations (UN) climate change summit, known as COP, was heldin November2022. COP stands
for Conference of the Parties to the UN Framework Convention on Climate Change, quite the mouthful, and is
hostedinrotation by cities around the world. It brings together world leaders so that new global commitments to
tackle climate change can be agreed and tracked. Well, that's the goal.

You could say the latest summit (COP27) fell short of meeting any really significant climate change ambitions.
There was no agreement reached on the two majorissues that can move the dial on improving climate pressures:
bigger cuts to greenhouse gas emissions, and aroadmap forending fossil fuel use. Disappointingly, the urgency
inreducing emissions was pushed to the side, as aresolution calling for emissions to peak in 2025 was taken out
of the agreement. The general view is that COP27 missed the mark, a view shared by New Zealand's minister for
climate change, James Shaw, who noted that not enough progress was made onthe mostimportant climate
changeissues’.

On the positive side, almost 200 countries agreed to set up a fund for "loss and damage" stemming from
disastrous orirreversible climate impacts. Also positive, countries remained committed to the phasing down of
coal.

Perhaps the UN Secretary-General said it best, in his concluding comments at the COP27 summit, "Our planet is
stillin the emergency room. We need to drastically reduce emissions now - and thisis anissue this COP did not
address."

The planet has already warmed by atleast 1.1 degrees Celsius above pre-industrial levels. To limit global warming
to 1.5 degrees Celsius, whichis the level that Scientists have indicated that temperature increases need to be
capped at to prevent a potent climate catastrophe, carbon dioxide emissions need to be urgently reduced in this
decade.

We note that the Aurora Liquidity Fund doesn't have exposure to equities or specifically investin assets that
are transitioning to clean energy. We included this information in your Quarterly Update as most of the
Aurora Capital portfolios do have exposure to companies that have already transitioned or are in the process
of transitioning to clean energy. In order to create positive change for the climate, we believe it'simportant
to allocate capital to companies that are actively seeking to reduce their carbon emissions, rather than
invest only in low carbon emitting companies.

Thttps://www.beehive.govt.nz/release/global-climate-talks-underline-need-domestic-action
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The inflation beast roared across the worldin 2022 after four decades of quietly dozing inits cage. This was the
biggest market theme forthe year, as it became apparent that inflation was no longer a temporary or 'transitory’
problem, but rather, one that kept pushing higher. While the initial COVID related supply chain blockages
provided an early catalyst for the inflation beast to stir, the Russian invasion of Ukraine in early 2022 and the
resulting spike in energy prices, together with China's "zero-COVID" policy, saw global inflation surge higher.

One of the problems created by rising inflationis that it can bbecome entrenched in behaviour and expectations.
When that happens, a virtual spiral of ever-rising inflation cankick in. Forexample, expectations of permanently
high inflation canlead businesses to price their goods higher, oremployees to demand higher wages, all of which
ultimately feeds back into rising inflation. Of course, we can also feel inflation in our hip pocket, and this can
cause a big strain on household budgets.

NZ RECESSION - ADONE DEAL?

The Reserve Bank of New Zealand (RBNZ) raised rates 9 A rapid rise in the New Zealand
times since October 2021, taking the Overnight Cash Overnight Cash Rate (%)
Rate (orcashrate) 4% higherto 4.25%. The cashrate is

now at its highest level since January 2009 and the

5.0

speed of these rate hikes has been breath-taking. So far, 4.0
the NZ economy has proven to be fairly resilient to these
rapidrate rises, withemployment remaining strong and
household spendingintact. However, there's usually a >0
lag betweenrising interest rates and highermortgage

payments, as borrowers who fixed mortgage rates 2.0
below 3% in previous years will have to refinance at much
higherratesin coming months, and thisis expectedto

bite into household budgets. o

Inflation in NZ stillremains high at 7.2% (year onyear), and 0.0

wages are ontherise. As aresult, we can expect more Jan-21 Jan-22 Jan-23
increases to the cashrate, with the RBNZ recently

confirming that the cashrate will be raised to a likely

peak of 5.5%. The central bank has also said that the NZ

economy is expected to record negative growth in the June quarter of 2023 and will continue to shrink for
approximately ayear. Inshort, the NZeconomy is headed forrecession.

That said, investment markets are forward-looking and have already priced in a mild recession for 2023, whichwe
believe is the most likely scenario. In ourview, the recessionis likely to be mild owing to ongoing labour
shortages, which will make employers reluctant to lay-off scarce workers; and the absence of amassive rise in
unemployment should support a mild recession. However, a stronglabour marketincreases therisk that the
RBNZ will need to raise rates more thanis currently expected, which in turn could triggeralarger than expected
increase inunemployment, that could lead to a deeperrecession.
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WHAT HAS DRIVEN INVESTMENT MARKETS?

Price gyrations were a defining feature of investment marketsin 2022. For the first time in decades, markets had
to grapple with surging global inflation. With this came a high level of uncertainty about the policy response. How
fast and how high would interest rates need torise to tame the inflation beast? Would this lead to a short or deep
economic recession? For equity markets, would company earnings take a hit as economic conditions cooled? All
overthe world, central banks raised official interest rates, some with greater speed than others. This shiftinthe
economic landscape saw investment markets across all major asset classes end the year lower than where they
started.

While key equity markets around the world ended the December quarter higher, returns for the yearremained
negative. The US equity market fell by -18% (local currency), while NZ equities fared a bit better with returns of
approximately -12%. Global bond markets also ended the quarter higher but this wasn't enough to offset earlier
weakness, so bonds ended the year with negative returns.

AURORA LIQUIDITY FUND AS AT 31 DECEMBER 2022

3 month % 6 month % lyear %
Strategy (afterfees, before taxes) 0.88 1.53 -
Benchmark** 0.97 1.68 2.33

** Benchmark is the Bloomberg NZ Bond Bank Bill Index
As at 31December 2022

Positive returns for the quarter were driven by rising cash yields. The official cash rate was raised twice in the
December quarter by the N.Z central bank, toits highest level since January 2009. Yields have risen significantly
since the cashrate hiking cycle beganin October2021. Furtherincreases to the N.Z cash rate from the current
4.25% are widely expected, which should continue to be positive foryields.

We providedincorrect returns for this strategy in the September Quarter report. We sincerely apologise for
this error. For the period ended 30 September, the 3 monthreturn was reported as 0.71%. The correct return
is0.64%.
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Questions?

If you have questions about thisreport, please contact your adviser who will be happy to help.

We welcome all feedback and would like to hear from you if you have any questions or concerns about your
investment, as this can form the basis of future articles and reports that we write. We invite you to ask us
questions through ourwebsite: www.aurora.co.nz, and through your adviser.

SeanHenaghan
Aurora Chief Investment Officer

Sam #mag hon
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