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Outlook for Investment Markets

It's been a month of two halves, the first dominated by fears of sovereign debt defaults, and
the second by some recovery in investor confidence. Asset classes evolved as expected in
these circumstances, 'safe haven' assets such as government bonds and gold doing well in
the first period, and riskier shares, property, and lower-quality credit doing better in the second
half. The outlook from here is still uncertain, but provided the financial sector springs no more
major adverse surprises — an important 'if — the ongoing recovery in the global economy
should prove supportive for growth assets.

Australian Cash & Fixed Interest — Review
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the first period, and riskier shares, property, and lower-quality credit doing better in the second
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should prove supportive for growth assets.

Australian Cash & Fixed Interest — Outlook

The Reserve Bank's latest statement said that it had done quite a lot of tightening already, and
now that interest rates are back "around their average levels of the past decade", the Bank is
not minded to do much more any time soon: "this setting of monetary policy as appropriate for
the near term". The markets mostly tend to agree, though they still expect some small rise in
interest rates down the track — 90-day bank bill futures have priced in one more 0.25 percent
increase by the middle of next year. Longerterm interest rates could drift modestly upwards,
as there is a degree of inflation risk, the Bank itself noting that "[ijnflation appears likely to be
in the upper half of the target zone over the next year". The outlook for the $A is as always a
difficult call to make, but if foreign exchange markets continue to recover from their sovereign
debt scare the $A could continue to benefit from yield-chasing investors, given the interest
rate rises to date (and perhaps a bit more to come), whereas rates in the US, the Eurozone,
and Japan are likely to remain very low for some time yet.

International Fixed Interest — Review

The sovereign debt issues of the past few months have stimulated strong demand for 'safe
haven' assets, which in turn has led to further rises in government bond prices. Higher prices
have meant lower yields, the yield on US 10-year Treasuries having reached a low of 3.15
percent on 7 June. In recent weeks, however, investors have felt more relaxed about the
outlook for borrowers, so bond prices have dropped back. The US 10-year yield has risen
back up to 3.25 percent. The net result is that government bond prices were down modestly
over the past month (-0.40 percent on the JP Morgan Global Government Bond Index) but up
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for the past quarter overall (+1.40 percent). Corporate bond markets have shown a similar
pattern of increased concern followed by some greater degree of comfort: lower-quality
European corporate bonds, for example, were down 1.80 percent over the past quarter, but up
1.20 percent over the past month.

International Fixed Interest — Outlook

Sovereign debt problems have not vanished completely. The markets are still pricing Greek
debt — currently yielding 9.40 percent compared to Germany's 2.75 percent — as if default is
probable. However, investors' default worries have clearly abated to some degree. One
measure of banks' unwillingness to lend to each other — the 'TED' spread, or extra cost the
bank has to pay to fund itself compared to what the US Treasury pays — peaked in early June
and has started to fall as worries about banks' potential losses on sovereign bonds have
diminished. If worries continue to ease, then government bonds are likely to underperform,
especially as the average yield on a global government bond portfolio remains abnormally low
at only 2.50 percent and the likely supply of government debt is very large. Corporate bonds
may be the better option, especially as an improving global economic environment has led to
lower bond defaults than expected. Credit ratings agency Fitch reported recently that
corporate bond defaults in the US market in the year to date have been only one percent, a
much more solid outcome than anticipated. Ongoing financial system fragility does however
mean that central banks will be keeping short-term interest rates low well into next year: the
futures market expects the US Federal funds rate, for example, to still be under one percent at
the end of next year.

Australian & International Property — Review

The Australian real estate investment trust sector has behaved much like the wider
sharemarket recently, only more so, with a stronger recovery rally in recent weeks than the
market overall. The S&P/ASX200 AREIT Accumulation Index gained 10.70 percent over the
past month and 3.60 percent for the past quarter. Before getting too excited, however, it's
worth remembering that this rally was very much in the context of earlier weakness, and a
better description would be that the sector has essentially traded sideways since the start of
the year. The EPRA/NAREIT Index of global property shares was up six percent for the past
month as the sector, like global shares generally, recovered from earlier weakness in May.
Although not too much should be read into month-by-month outcomes in what has been a
highly-volatile sector, Europe (ex-UK) and Asia (ex- Japan) were the best-performing regions,
with more modest returns from the US and the UK, while Japan was weak (down 2.70 percent
for the month, in yen).

Australian & International Property — Outlook

It's hard to see any catalyst to trigger renewed investor interest in the domestic listed property
sector. Yields are not attractive, given that investors are being offered only a small pickup in
yield (less than one percent) over Commonwealth bonds, in exchange for holding a
significantly more volatile asset. Nor is the sector an obvious bargain from a valuation point of
view, most trusts trading at or modestly above net tangible assets. The asset class is
therefore likely to stay below investors' radar until there is a change in its relative
attractiveness compared with other options. There are probably more negatives than positives
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for global listed property. The global economic recovery is clearly a valuable plus, but other
factors may count for more in coming months. There is still an overhang of troubled property
loans on banks' books. While most attention has focused on the commercial property assets
US banks might have to put on the market, more recently the problems of banks in the more
troubled Eurozone economies have come to the fore. In Spain, for example, the central bank
has estimated that over a third of Spanish banks' property and construction loans are
"troubled" to some degree. The yield from global property is also low (3.70 percent), and the
asset class remains especially vulnerable because of its leverage to Global Financial Crisis-
style setbacks. There's also the potential for overvalued Chinese property to unwind: China's
sharemarket has been conspicuously weak in recent months on fears that either an asset
bubble will burst, or that policy moves will deliberately prick it. All this means that it's hard to
get excited about global property at this juncture.

Australian Equities — Review

The Australian sharemarket has taken its direction from global events, plunging in the second
half of April and into May before rallying in more recent weeks. The end result has been the
same as in overseas markets — a decent gain for the past month (+5.90 percent for the
S&P/ASX200 Accumulation Index), but not enough to claw back the earlier losses, the Index
down 5.60 percent for the past quarter. As might be expected, the re-emergence of financial
sector worries did the banks no good, and although they too have rallied more recently they
were still down 7.40 percent for the quarter. Despite the prospect of a new tax on their profits,
Resources stocks did better than the Industrials, with a 9.60 percent gain for the month
compared to the Industrials' 4.40 percent. The sharemarket has also just received a boost
from news of a commercial agreement between Telstra TLS and the Federal Government
over the role of Telstra's assets in the new national broadband network, and Telstra shares
were at the time of writing trading at A$3.27 compared with A$2.95 at the end of May.

Australian Equities — Outlook

Not much has changed in terms of the outlook for business activity. While some indicators of
business (the May National Australia Bank poll) and consumer confidence (the June
Westpac/Melbourne Institute survey) have weakened, the declines have been relatively
modest and may have been overinfluenced by media coverage of overseas debt worries and
falling share prices. And while 'confidence' tends to bob around depending on the latest news,
indicators more linked to actual business activity have held up rather better. These include the
readings for actual trading conditions and employment in the NAB survey, and most
importantly, latest employment data which showed a substantial rise in new jobs in May
(nearly 27,000) and a falling unemployment rate. Consensus forecasts continue to point to
solid economic growth of 3.0 - 3.50 percent both this year and next, supported by strong
growth in the important Asian export markets, and this continues to look like a supportive
environment for shares.

International Equities — Review

The past month has witnessed a severe outbreak of investor anxiety, principally over risks to
sovereign debt, followed by a recovery in confidence after rescue packages for Eurozone
borrowers and evidence that efforts are being made by the more indebted borrowers to
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restore the state of their fiscal books. The MSCI World Index graphically reflects this change
in mood, having reached a low point in early June before rallying strongly since. The Index is
as a result up 3.80 percent in overseas currency terms for the month, though still down 4.20
percent for the quarter as a result of the earlier jitters. The past month's outcome is less
positive in local currency terms, world shares down 1.90 percent.

International Equities — Outlook

The worst fears of world sharemarkets — that GFC 2: The Sequel was about to premiere —
have not been realised. Markets may still expect some specific sovereign debt defaults, as the
pricing of Greece's outstanding debt suggests, but they do not now expect a generalised
shockwave of contagion from individual countries' problems. This is thanks to official support
packages and to real efforts from the more indebted borrowers to restructure their finances
and improve the workings of their economies. Absent any further unexpected financial sector
shocks, sharemarkets are therefore likely to shift their attention from debt problems to the
economic outlook. On that score, the latest jobs news out of the US led many analysts to
question the strength of US recovery. After some months of decent private sector job gains
(158,000 in March, 218,000 in April), May's outcome was an unexpectedly small gain of only
41,000. There are also some questions about the impact of fiscal policy tightening. While it is
obvious that some countries (such as the UK with its tough emergency budget on 22 June)
need to take early action, it is not obvious that some others (notably Germany) need to. There
is a risk that fiscal retrenchment could upset the nascent economic recovery in some of the
major economies. That said, the strong consensus among economic forecasters is that this
year and next will see continued growth in world trade and business activity. Very few
countries are expected to suffer declining GDP (except some of the smaller European states,
and the maverick Venezuela) in either year. Although growth expectations for the major
economies are not high, this is made up for by the strong growth expected in the largest
emerging economies, where the likes of China, India, and Brazil are growing very rapidly.
China's growth is expected to be around 10.0 percent this year and nine percent next, and
India is not far behind. Overall, this ongoing global recovery should provide a favourable
backdrop for world shares.

Performance periods refer to the month and three months to 23 June 2010.
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PCG Wealth Management
266-268 Payneham Road, PAYNEHAM SA 5070
PO Box 346 MARDEN SA 5070
Phone: 08 8363 2500
Fax: 08 8362 2881
www.profconsult.com.au

Infocus Group Head Office
Infocus Securities Australia Pty Ltd
Level 1, Kawana House
1 Innovation Parkway
BIRTINYA QLD 4575
www.infocus.com.au
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Disclaimer:

This document was prepared by Morningstar Australasia Pty Limited ABN 95 090 665 544, AFSL: 240892, Level 36, Australia
Square, 264 George Street, Sydney NSW 2000) and distributed by Infocus Securities Australia Pty Ltd ABN 47 097 797 049
(Australian Financial Services Licence No: 236523) (“the Licensees”).

This document has been prepared for general information purposes only. Any advice contained in this document is General
Advice which has been prepared without taking account of your objectives, financial situation or needs. Before acting on any
General Advice you should consider the appropriateness of the advice by having regard to your own objectives, financial
situation and needs. Where the General Advice relates to the acquisition or possible acquisition of a particular financial product,
you should obtain a Product Disclosure Statement (“PDS”) relating to the product and consider the PDS before making any
decision about whether to acquire the product.

Although every effort has been made to verify the accuracy of the information contained in this document, the Licensees, their
officers, representatives, employees and agents disclaim all liability (except for any liability which by law cannot be excluded),
for any error, inaccuracy in, or omission from the information contained in this document or any loss or damage suffered by any
person directly or indirectly through relying on this information.

The Licensees may have an interest in or associations with the product providers detailed in this document, and will be entitled
to receive remuneration for the provision of personal financial product advice by means of commissions and/or fees and other
benefits. If you proceed with personal advice, details of remuneration and associations will be detailed in the Financial Services
Guide and Statement of Advice.
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