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Events within global markets are concerning for many investors. Despite strong overall

returns in the two years to the end of April, sharemarkets globally have fallen sharply on . ,
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The purpose of this note is to help you make sense of current financial events and offer LLB, Adv Dip FS {FP)
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> The US debt ceiling debate has drawn attention to America’s public debt Bob Stewart
problems and brought forward fiscal austerity at a time when the US economy is RERRET
showing new signs of weakness (e.g. slower than expected GDP growth, weak
manufacturing data). The recent credit rating downgrade is another headwind for
the US economy.

> There is growing concern that the sovereign debt saga in peripheral Europe could
worsen and spread across the broader region. The potential sovereign debt "
liquidity issues affecting large European countries (particularly Italy and Spain)
have seen bond spreads growing to post-euro record highs. Currently the

attention is on ltaly (Europe’s biggest debtor) and its capacity to rollover its debt. 297 Margaret Street
PO Box 1591
> Markets are worried that policy makers will not be able to put the economy back Toowoomba Qld 4350
on a path of growth with proper job creation. These worries have been amplified Ph 07 4639 1399
in recent weeks in the US (i.e. political dysfunction exposed by the debt ceiling Fax 07 4639 6921

debate) and in Europe (i.e. policymakers continuing to be reactive rather than
pre-emptive).
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Outlook

Actions taken by governments and central banks (in the main in Europe and the US) will remain
a key driver of market volatility. Sovereign debt levels will continue to disrupt markets until
balances become more manageable though it is likely markets have already priced in much of
this concern. A few points to make here are:

> There is a lot of cash on the sidelines;
> Most large corporations have strong balance sheets and increased profit numbers;

> The outlook for China is positive and despite recently putting the brake on a possible
property bubble and inflation concerns, China has the luxury of being able to use both a
brake and an accelerator;

> Australia is well placed with low unemployment, a high savings rate, the ability to reduce
interest rates and introduce more fiscal stimulus if need be; and

>  While the ride for sharemarkets and other assets may remain rough in the short-term,
taking a longer term view they are likely to be supported by attractive valuations.

As you already know we believe that reacting after markets have already declined usually
does more harm than good. We also believe that the probability of long-term investment
success is higher for investors who plan and implement a sensible investment strategy and stick
to it. A lesson learned from the Global Financial Crisis and other similar unnerving market
declines is to ensure that cash is set aside for short term liquidity needs. Beyond that, we look to
reinforce the importance of portfolio diversification and a long-term investment focus. The
message during this period of heightened volatility is no different.

We appreciate that market downturns can be an uncomfortable time for investors and intend to
keep you up to date with developments. A range of market commentary has been placed on our
website to help you with your decision process — follow the below link:
http://www.toowoombafinancialcentre.com.au/august-2011-market/

In summary, you do have options, however we recommend that they are well considered and
thought out. If you would like to discuss the market and your options in more detail, don’t
hesitate to contact me on 07 4639 1399.

Thank-you

Kind regards
THC
Toowoomba Financial Centre Pty Ltd

Corporate Authorised Representative of

Charter Financial Planning Limited



Slumping global share
markets and debt debacles

Key points

 The fall in share markets has accelerated on signs the global
economic outlook is faltering badly. The squabbles over debt
problems in the US and Europe have probably made the
global growth slowdown worse.

* The US has avoided a default but still faces a likely downgrade
from Standard & Poor’s (S&P) and fiscal austerity far earlier
than desired. Meanwhile, European sovereign debt problems
are getting worse.

This all means the ride for share markets and other growth
assets is likely to remain rough in the months ahead.

Shares are cheap, but with the worry list remaining long they
could still get cheaper until the US undergoes another round
of quantitative easing later this year.

Unlike the US, Australia still has plenty of firepower
to stimulate growth if need be, particularly by cutting
interest rates.

Introduction

The last few weeks have seen investors transfixed, first on Europe
as it belatedly introduced another package of measures to deal
with its sovereign debt problem, and then the US, which in the
nick of time agreed to increase its debt ceiling and thereby avoid
a partial shutdown and default. Markets, which enjoyed brief
relief rallies in response to both - very brief in the case of the

US! - have continued to weaken. The real issue has been the
deteriorating global growth outlook, with the political bun fights
in Europe and the US just making it worse. Global shares are now
down 13% from their highs earlier this year, Australian shares are
down around 17% and Asian shares are down around 10%.

The US and European debt debacle

The good news of course is well known. Europe has expanded its
support for problem debt countries and America, by raising its

debt ceiling, has avoided a partial government shutdown which
would have almost certainly plunged the US back into recession.

However, the European debt problems are still getting worse.
The bailout fund (the European Financial Stability Facility) is not
big enough, and it’s unlikely Spain and Italy will be able to make
their share of contributions to it. Investors now worry they will be
forced to share in the pain of bailing out other countries as they
have with Greece. Political squabbling amongst European leaders
is continuing, the European Central Bank (ECB) is still holding
back from providing more aggressive support and intensifying
fiscal austerity will make the debt problems worse.

Reflecting this, Italian and Spanish bond yields have broken to
new highs. Italy and Spain account for around 30% of Euro-zone
gross domestic product (GDP) and a third of its debt, so a spiral of
ever-tougher fiscal austerity forced by rising bond yields in these
two countries (as has occurred in Greece, Ireland and Portugal)
would be a major concern.
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Spanish and Italian bond yields pushing higher
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Meanwhile, the intense political debate in the US has drawn
worldwide attention to the scale of its debt problem, brought
forward the timing of fiscal austerity and left the door wide open
for a sovereign debt downgrade from ratings agency S&P. Back

in April, when S&P put the US’ AAA sovereign rating on negative
outlook, it appeared to be giving it until 2013 to act to lower its
deficit. In mid-July, it indicated the politics were such that if the US
didn’t move now the odds of doing so later were low, indicating
US$4 trillion in savings over ten years would be expected. In

fact, only US$2.4 trillion in savings at most have been agreed

to. So if S&P is true to its word, a downgrade is likely in the next
few months. The other ratings agencies, Moody’s and Fitch, have
retained America’s AAA sovereign rating but have warned it could
still be downgraded.

A ratings downgrade would probably have less impact on US
borrowing costs than feared. The experience of other countries
downgraded from AAA to AA suggests just a 0.2% rise in long-term
bond yields; forced selling of US bonds is likely to be limited as
most investors can still hold AA-rated debt as it’s still investment
grade; the uncertainty involved in the economic outlook would
likely see continued safe-haven buying of bonds; and if US bond
yields do back up too much it’s likely the US Federal Reserve (Fed)
will start buying them again (via a third round of quantitative
easing, i.e. QE3). Certainly, talk of a downgrade is not presently
worrying bond investors as US 10-year bond yields have fallen

to just 2.6% from 3.7% in February.

While a ratings downgrade may not be a disaster for the US,
the debt ceiling debate and talk of a downgrade has focused
attention on America’s public debt problems and brought
forward momentum for fiscal austerity at a time when the US
economy is fragile. This in turn has adversely affected business
and consumer confidence.

The real problem - the slowing global economy

This brings us to the real problem - the recent slowing in the
global economy. We have been of the view that the soft patch

in global, notably US, growth during the first six months of this
year was largely due to adverse weather, Japanese supply chain
disruptions and the surge in oil prices, and that growth would
pick up in the current half. However, the recent deterioration in
key economic indicators suggests more may be involved than
temporary factors. While business conditions indicators (or PMIs)
in Japan have recovered, the US and Europe have continued to
deteriorate and PMlIs in India, China and Brazil have also slowed.



Global business conditions indicators still weakening
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While some sort of bounce is still likely in the US in the current
half year as auto production returns to normal, it is looking much
weaker than we previously assumed. Revisions to US GDP data
and the soft first half of the year have also pushed US year-ended
economic growth to just 1.6%, which is below its so-called stall
speed. In six of the last seven times US year-ended GDP growth
slipped below 2% since 1970, it has kept falling into recession.

Our base case is that the global recovery will continue:

* The slowing in US growth increases the chance the Fed will
undertake another round of monetary stimulus via quantitative
easing (i.e. QE3). While higher inflation means the hurdle to
doing more quantitative easing is higher than it was a year ago,
a further increase in unemployment is likely to spur the Fed
into action. The Swiss and Japanese central banks have already
stepped up monetary easing. The ECB may also at some stage
be ultimately forced into quantitative easing.

While growth in the emerging world is slowing from excessively
strong levels, there is no evidence of a sharp decline indicative
of recession and so overall it should remain reasonably strong.
Emerging countries now account for more than 50% of world
economic activity. Japan also appears to have recovered from

its recession earlier this year.

The fall-back in global oil and food prices should help relieve
household budgets.

However, with fiscal austerity starting to kick in next year in the
US and set to knock up to 2% from growth as global financial
crisis stimulus programs wind down, and fiscal austerity
continuing in Europe, growth in advanced countries is likely to be
pretty sluggish. In other words, it’s hard to see the 4% or so global
growth the International Monetary Fund and others, including
the Reserve Bank of Australia (RBA), have been assuming for this
year and next.

Implications for Australia

The global malaise affects Australia via three key channels: the
direct impact on business and consumer confidence (both of
which are depressed), financial markets (e.g. the loss of wealth
as the share market falls) and trade. While demand for Australian
exports remains strong, the risk is the weakness in Europe and
the US adversely affects growth in China and Asia which then
reduces demand for Australian exports. So far there is no clear
evidence of this, but it is worth keeping an eye on. The bottom
line though is the global outlook is looking softer than the RBA
has been assuming and this, combined with a continuing run
of very weak economic indicators in Australia, highlights why
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it would be a major mistake to raise interest rates any time soon.
In fact, the next move in Australian interest rates is now likely

to be down. On this front its noteworthy that while Australia is
highly vulnerable to a return to global recession, at least it has
plenty of fire power with the RBA being able to slash interest rates
if need be and public debt still relatively low by global standards.

Implications for investors

The fall in share markets has left shares cheap. The forward
price-to-earnings (PE) ratios for Australian and global shares
have fallen back to early 2009 levels.

Shares getting very cheap
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However, just because shares are cheap doesn’t mean they

can’'t get any cheaper, particularly with earnings expectations
being revised down. The September quarter and into October is
normally the weakest time of the year for shares, and ongoing
worries about European debt, the slowdown in the US and
uncertainty about whether China will have a hard landing could
push shares even lower in the months ahead. Investor sentiment
and positioning is also not as washed out as normally occurs at
market bottoms.
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However, on a six- to 12-month horizon shares are likely to be
supported by attractive valuations, another round of US quantitative
easing, greater certainty that China will avoid a hard landing

and improved confidence that global growth will remain positive
(albeit weak and fragile).

Of course, for longer-term investors this is all noise and they should
stick to their agreed long strategy. But for shorter-term investors
there is a case to remain cautious for the next few months.

Dr Shane Oliver

Head of Investment Strategy and Chief Economist

AMP Capital Investors

If you would like to know more about how AMP Capital can help you, please visit ampcapital.com.au, or contact one of the following:

Financial Advisers Your Business Development

Manager or call 1300 139 267

Your Financial Adviser or call
us on 1800 188 013

Personal Investors

Wholesale Investors

AMP Capital’s Client Services
Team on 1800 658 404

Important note: While every care has been taken in the preparation of this document,
AMP Capital Investors Limited (ABN 59 001 777 591) (AFSL 232497) makes no
representation or warranty as to the accuracy or completeness of any statement in it
including, without limitation, any forecasts. Past performance is not a reliable indicator
of future performance. This document has been prepared for the purpose of providing
general information, without taking account of any particular investor’s objectives,
financial situation or needs. An investor should, before making any investment
decisions, consider the appropriateness of the information in this document, and
seek professional advice, having regard to the investor’s objectives, financial situation
and needs. This document is solely for the use of the party to whom it is provided.
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