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How have world
markets fared
over the last month?

We've just finished another

great month for share markets.
World share prices were up by
3.8% in October — in fact they're
up by nearly 20% so far this year.

Here in Australia, share prices were
also stronger, up by around 4%
over the month.

In the last couple of months
emerging markets have enjoyed
some very solid gains, despite
lagging markets in the developed
world so far this year

The Australian dollar gained some
ground in recent weeks, so
unhedged global shares lagged a
little in October compared to
hedged global shares.

If we look at fixed income, yields
fell in most of the world’s bond
markets during October, and credit
spreads over government bonds
also tended to narrow. This meant
we saw some solid returns in global
bond markets.

In Australia, though, yields rose a
little, and Australian bond returns
were slightly negative. Markets
have become less convinced that
the Reserve Bank of Australia will
cut official interest rates further,
especially since Australia’s inflation
rate for the September quarter was
a little higher than expected.

What were the key
events that influenced
markets?

The world received another lesson
in just how dysfunctional
policymaking has become in
Washington. After a partial
shutdown of the US government
and threats that the US
government’s debt ceiling would
not be raised, which could have
forced the US Treasury to default,
a deal was finally done to reopen
the government and raise the
debt ceiling.

However, the deal only pushes
the problem out till early next year.
This is going to remain a source
of uncertainty for markets for
some time.

In fact, what’'s been most
remarkable about this debacle is
just how relaxed world bond and
share markets were. We really
didn’t see big, sustained falls in
share prices, or any really sharp
increases in US bond yields.

In terms of economic data, the
month was a very mixed bag.

In Australia the economic news
tended to disappoint, but we are
seeing signs that housing activity is
starting to pick up — so lower
interest rates are having an impact.

Generally, the economic news
coming out of China, Europe and
the UK was better than markets had
expected. So was the data from the
US, but given that the government
was shut down for a large part of
the month, the data calendar was

a bit thinner than usual.
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The government shutdown is clearly
going to have hurt the US economy.
That was one of the reasons cited
by the US Federal Reserve when

it decided to keep its monetary
policy unchanged (in other words,
to keep on injecting around $85
billion a month into the US financial
system, at least for the time being).
The massive monetary policy
stimulus is continuing to provide
very strong support for

financial markets.

As share markets have climbed
over the last year, we’ve become
increasingly concerned that share
prices are running too far ahead
of the fundamentals. World share
markets as a whole aren’t cheap,
though they still seem to offer
better medium term return
prospects than either bonds

or cash.

In the US in particular (but also

elsewhere) share prices seem to
have run well ahead of corporate
earnings, and indeed well ahead
of the likely outlook for earnings.

Share prices have clearly been
supported by the actions of the
world’s major central banks. If that
support remains in place, we could
still see share markets perform well
from here. On the other hand,
markets could struggle if that
central bank support is withdrawn
too soon or too aggressively.

In short, this is an uncertain
environment for investors. This is
no time to be trying to forecast
exactly how the world will pan out
from here, or to base investment
decisions on those forecasts.

It's a time to be as well diversified
as possible and to be very focused
on managing risk.

Important information

This information has been provided by MLC Investments (ABN 30 002 641 661) and MLC Limited (ABN 90 000 000 402) members of the
National Australia Bank group of companies, 105-153 Miller Street, North Sydney 2060.
This communication contains general information and may constitute general advice. Any advice in this communication has been prepared
without taking account of individual objectives, financial situation or needs. It should not be relied upon as a substitute for financial or other

specialist advice.

Before making any decisions on the basis of this communication, you should consider the appropriateness of its content having regard to your
particular investment objectives, financial situation or individual needs. You should obtain a Product Disclosure Statement or other disclosure
document relating to any financial product issued by MLC Investments Limited and MLC Nominees Pty Ltd (ABN 93 002 814 959) as trustee of
The Universal Super Scheme (ABN 44 928 361 101), and consider it before making any decision about whether to acquire or continue to hold
the product. A copy of the Product Disclosure Statement or other disclosure document is available upon request by phoning the MLC call centre
on 132 652 or on our website at mic.com.au.

Past performance is not indicative of future performance. The value of an investment may rise or fall with the changes in the market. Please
note that all performance reported is before management fees and taxes, unless otherwise stated.
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