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History of inflation

Downward shift in global inflation Early adopters of explicit inflation targets
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Global trade and inflation (1976-2015)

US inflation versus import prices/GDP deflator Global trade and inflation (1976-2015)
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Global spare capacity

Japan inflation and output gap Australia unemployment and underemployment rate
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Underemployment

Australian wage inflation and underemployment rate US unemployment rate
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Services inflation

Manufacturing (% of GDP) Services versus goods inflation
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Demographics

. . . . . .
Australia’s dependency ratio and inflation Production/consumption by age US (2014)
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Peak globalisation and evolving central bank policies

Merchandise trade (% GDP) Median projections for core PCE price inflation
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Asset class implications — mid risk real assets

US property price vs inflation (1950-2015) Inflation vs allowed ROE for US utilities
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Inflation expectations are low....

Australian break even inflation Forward |ooking break even curve
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Matching the duration.....ILB’s versus nominals

Performance of nominal bonds versus inflation linked bonds (duration matched)
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Active management is important in ILB’s

Inflation Linked Bonds have significant duration Seasoning in ILBs changes the Inflation profile
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Active management is important in ILB’s

Inflation Linked Bonds have significant duration Seasoning in ILBs changes the Inflation profile
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Long term capital market assumptions

Asset classes’ long term expected risk and return
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Expected Long Term Risk
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CMA 3years 10 vyears

Annualised period returns (%pa) (%pa) (%pa)

Bank loans 7.25 5.7 6.8
International high yield debt (H) 7.75 7.1 9.8
Emerging market debt (sovereign hard currency) (H) 8.25 7.9 8.9
Emerging market debt (Sovereign local currency) (U/H) 8.25 2.9 4.7

Source: Frontier, Datastream, Bloomberg
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Developed market government bonds have seen all the flows...........

EM vyields versus Australian and US bond yields
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EMD Local — Now more compelling for Australian investors
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Does the EM currency exposure matter for AUD based investors.....?

Accumulation returns: EM local in own currency versus EM local in AUD terms U/H
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