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Stock Market & Economic Update

The Australian stockmarket has fallen sharply since the start of August. These falls have been echoed in financial markets
around the globe. The catalysts for the fall are many including:

Concerns that the Chinese economy may be growing slower than forecast:

e The likelihood of interest rate rises in the USA (albeit due to a recovery in their domestic economy)

e Weaker than expected earnings reports in Australia.

e Substantial capital raisings by Commonwealth Bank and ANZ Bank to meet the additional capital requirements
recently announced by the Australian Prudential Regulation Authority (APRA)

e Falls in commodities prices and a heavily depressed resources market.

Our view is that there isn’t any one specific cause as such but rather a collective drag on sentiment from the general
combination of all these factors. From time to time, stock markets tend to focus on either positive or negative themes, which
then drives their direction. At this point in time, negativity and fear are at the forefront and overriding rational investment
decision-making.

On balance, we continue to maintain the view that value does exist within our share market with the raft of current negative
sentiment events simply serving to compress this value. During times such as this, sentiment can (and often does) overrule
rational fundamental valuations and share prices can take time to return to a more ‘normalised’ level.

Although the general economic conditions in Australia have softened, we do also see a number of positives which include:

e Australian blue chip shares are generally well capitalised and generate large, sustainable profits

e A large majority of our blue chip companies are paying strong dividends, with current yields rising to levels of 5%+
(our major banking shares are now offering dividend yields of between 5.7% and 6.6% fully franked)

e The Australian economy, whilst softening, continues to remain solid and orderly. A weaker Australian dollar will serve
to support our resources sector as well as foreign spending and investment in our country

e The RBA has scope to substantially lower interest rates and further stimulate the economy. This is likely to increase
the appeal of higher yielding shares

e Stocks over the preceding years have generally traded at a premium to their fundamental valuation levels supported
by the higher dividend yields. What we are witnessing is likely a reversion back to more conservative fundamental
valuation levels (which tends to occur during times of heightened fear).

So to summarise, we are not sure if the markets have further to fall and how long the current volatility will last. However we
believe that fundamental stock valuations and dividend yields are becoming increasingly supportive for our stock market.
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