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A sobering message

“Indeed, we have just entered Act Il of the drama, when financial
markets started losing confidence in the credibility of sovereign
debt. .....

Doubts about sovereign credit are forcing reductions in budget
deficits at a time when the banks and the economy may

not be strong enough to permit the pursuit of fiscal rectitude,”

George Soros, June 2010
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The story as we see It...

e Current macro climate is that of a two speed economy

e Managing risk in global fixed income has resulted in re-orientating
exposures away from euro-periphery countries to larger G7
countries...however what's next?

e The direction of bond yields may provide the signpost to where
global economic growth is really heading

e Active management is an important tool to assist in the preservation
of investment exposures in fixed income
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Macro view relating to fixed income

Corporate bond primary Sovereign debt crisis
market continues to see spreading from Emerging
iIssuance Europe to G7

High unemployment

Banks impacted b
' ¢ in Europe and the US

regulation and liquidity
Year of the

Tiger

Removal of

Government Guarantee . '

High yield mutual Monetary policy tightening
fund flows - interest rates rising
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Who, where and when?

The mystery is who will buy $1.75 trillion worth of freshly printed US
government bonds from 2010 onwards — to say nothing of the
trillions of dollars worth to come in future years.....

A dramatic rise in the US personal savings could create a

domestic appetite for bonds. However, a reversion to traditional

American thrift would cause other headaches for policy makers
desperate to rekindle consumption.

Prof. Niall Ferguson, Harvard Business Review 2009
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What does our Risk Index suggest?

—— 1mth Overall Risk —— 3mth Overall Risk

Broad measure of implied volatility and credit spreads to determine the markets expectations and pricing of a risk event
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Relative public debt among selected countries

Gross Public debt, % of GDP - 2009
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Source: OECD, International Monetary Fund (IMF), Eurostat, AMP Capital Investors, 2009
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Asian countries have come out of the financial crisis in a
much better fiscal shape than their Western counterparts

UBS Aggregate Risk Index
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Total Risk Index, 2009

The indices are based on several indicators of domestic financial fragility including the domestic credit to GDP ratio, the banking sector's loan to deposit ratio
along with the public sector debt to GDP ratio and several indicators of external fragility including the current account balance to GDP ratio, commodity export
exposures, the external debt to GDP ratio, the export to GDP ratio and the FX reserve cover.

Source: UBS caIcuIatlons 2009
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Relative appreciation of Asian currencies Is
expected to be between 1% and 6% p.a.

Total Expected % p.a. returns, 2007-2017
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Source: AMP Capital Investors, IMF, June 2010
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Regulation — headwind or tailwind?

e Basel lll and US regulations will require banks to:
» Hold higher levels of capital and liquidity
o Change business activities - move away from higher risk
o Focus on longer term funding, away from short term deposits

All this is a headwind for credit growth provision and the global
and Australian economies

S LI TITITLTEE




Don’t forget the Australian bond market

e According to the Australian budget, a return to surplus is forecast
by 2012-13

e Australia looks set to retain sovereign rating

e Strong employment data: 141,000 jobs created YTD (May)
e Sound banking system — without the global ‘woes’

e Corporate balance sheets in good shape

Bank funding is still limited to some sectors

Despite these positives corporate bonds remain at wide spreads
due to global concerns
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Fixed income versus equities — corporate
bonds with duration a good diversifier

1 Year rolling returns Fixed Income vs. Equity
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Credit provides an attractive alternative
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RBA Cash Rate UBS Composite Term Deposits - 1 yr Corporate Bond Fund

Source: RBA, AMP Capital Investors, UBS
As at 31 July 2010
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Look out for sustainable growth

Scenario Cash, credit or equity
outperforms?
A Tightening (increases) in interest rates. Credit or equity a

Consistent with steady (sluggish) recovery. close match

B 2010 double dip recession in developed Long duration credit
world leads duration having positive outperforms
performance impact. Spreads do not reach
2008 wides.

C Global growth surprises on the upside, Equities

leading to cash rates and yields rising to
above normal levels.

Source: AMP Capital Investors
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Successful fixed income investing will:

UBS Bond Index — by bond type (% index)
P Blend Macroeconomlc M Government I Semi Govt Gteed Im Corporated/Other
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forecasts, proprietary

research and company
insights

e Involve less reliance on "
market capitalisation
derived benchmark
exposures for efficient

capital allocation

0%

e Use active management
through the cycle
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Source: UBS and AMP Capital Investors
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Conclusions (and tips)

e In atwo speed economy, prepare for Asian currencies to appreciate

e Global economy will be sluggish, even in China, relative to last
10 years

e Limited bank-led credit growth will constrain GDP growth
e Cost of debt for companies is high and increasing
e (Stay aware of history and economics)
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The future will (as always) be a challenge

“The difficulty lies, not in the new ideas, but in escaping from the old
ones, which ramify, for those brought up as most of us have been,
Into every corner of our minds”

John Maynard Keynes, The General Theory of Employment,
Interest and Money (13 December 1935)
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Important note

Neither AMP Capital Investors Limited (ABN 59 001 777 591) (AFSL 232497), nor any
other company in the AMP Group guarantees the repayment of capital or the performance
of any product or any particular rate of return referred to in this presentation.

Past performance is not a reliable indicator of future performance.

While every care has been taken in the preparation of this document, AMP Capital
Investors makes no representation or warranty as to the accuracy or completeness of any
statement in it including, without limitation, any forecasts.

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
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This document is solely for the use of the party to whom it is provided.
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